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PREFACE. 


The  distinct  purpose  kept  constantly  in  mind 
while  writing  this  work  on  the  theory  of  ac- 
counts has  been  to  meet  fully  the  special  needs 
of  students  who,  intending  ultimately  to  become 
Certified  Public  Accountants,  desire  particular 
and  thorough  preparation  in  the  higher  field  of 
accountancy,  as  well  as  for  those,  who  desire  a 
broader  knowledge  of  accounts,  without  neces- 
sarily preparing  themselves  for  professional 
practice. 

The  theory,  forms  and  definitions  which  follow 
combine  the  opinions  of  the  highest  authorities; 
tempered  by  the  author's  personal  views  matured 
by  his  many  years'  practical  experience  in  ac- 
counting. The  extent  to  which  the  author  has 
availed  himself  of  the  works  of  well-known  au- 
thorities will  be  apparent  to  those  who  are 
familiar  with  their  productions. 

EDWARD  M.  HYANS. 

Member  New  York  State  Society  Certi- 
fied Public  Accountants. 

Member  Institute  of  Accounts,  New 
York. 

Fellow  American  Association  of  Pub- 
lic Accountants. 

Honorary  Member  Universal  Society 
of  Accountants. 
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INTRODUCTION. 


Business  records  in  some  form  were  doubt- 
less employed  far  back  in  the  history  of  trade 
and  credit,  but  of  bookkeeping's  early  forms  we 
know  almost  nothing.  From  Leonardo  of 
Pisa's  works  it  seems  certain  that  the  merchants 
of  Italy,  Spain,  and  France  had  been  practicing 
systematic  bookkeeping  for  a  considerable  time 
prior  to  the  thirteenth  century.  To  the  en- 
terprising merchants  of  Genoa,  Florence,  and 
Venice  we  are  mainly  indebted  for  the  system 
of  bookkeeping  which  is  the  most  advanced  at 
the  present  time.  In  1495  A.  D.,  Luca  Pacioli 
or  Luca  di  Burgo,  a  Tuscan  friar,  published  a 
work  containing  a  treatise  on  the  double  entry 
system,  the  first  satisfactory  treatment  of  the 
subject  of  which  existing  records  have  been 
discovered.  That  system  spread  to  England 
by  way  of  the  Netherlands,  and  from  England 
gradually  to  all  parts  of  the  world.  It  is  quite 
worthy  of  notice  that  the  more  complete  sys- 
tem of  double  entry  was  highly  developed  and 
had  come  into  general  use  long  before  the  sys- 
tem of  single  entry. 


PART  I. 

BOOKKEEPING. 

Bookkeeping  is  the  science  of  recording  cor- 
rectly, in  books,  transactions  involving  the 
transfer  of  money  or  money's  worth,  with  the 
purpose  of  having  a  permanent  record  of  the 
same  transactions. 

Two  principal  purposes  are  to  be  followed 
out  in  keeping  books.  First,  to  record  in  per- 
manent form  every  transaction  so  explicitly 
that  its  exact  nature  can  be  perceived  in- 
stantly; and,  secondly,  to  classify  the  accounts 
in  such  a  manner  that  the  total  result  of  the 
transactions  for  any  given  period  can  be  as- 
certained. 

It  is  absolutely  necessary  that  a  complete 
and  systematic  record  be  kept,  in  order  to  en- 
able the  proprietor  to  ascertain  any  desired 
facts  regarding  the  progress  and  condition  of 
his  business  and  the  extent  of  his  financial  re- 
lations with  others.  To  be  able  to  meet  all  the 
demands  likely  to  be  made  upon  it,  bookkeep- 
ing must  be  so  practiced  that  the  work  per- 
formed shall  be  just  as  intelligible  to  others  as 
to  the  bookkeeper.  When  disputes  arise  in 
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business  it  often  becomes  necessary  for  books 
to  be  placed  in  evidence,  and  such  books  as  can 
be  explained  and  understood  only  by  the  in- 
terested party  will  rarely  fail  to  arouse  suspi- 
cion. Without  a  proper  knowledge  of  the  ru- 
diments of  bookkeeping,  therefore,  business 
cannot  be  carried  on  with  safety,  and  success 
or  failure  must  often  be  traced  directly  to  the 
quality  of  the  bookkeeper's  work. 

As  different  businesses  have  each  special 
needs,  each  must  have  certain  books  specially 
planned  to  suit  that  particular  case.  Thus, 
while  all  businesses  of  any  nature  need 
ledgers,  cash  books,  sales  and  purchase  jour- 
nals, together  with  numerous  auxiliary  books, 
these  must  be  made  in  such  a  form  that 
each  particular  point  in  each  particular  busi- 
ness shall  have  a  special  place  prepared 
for  it  and  designed  to  emphasize  it. 

There  are  two  great  classes  of  books  used  in 
business.  First,  books  of  account  or  financial 
books;  secondly,  memorandum  or  statistical 
books.  The  first  class  includes  all  books  which 
show  a  concern's  transactions  with  respect  to 
people  with  whom  it  does  business,  the  results 
of  its  dealings,  and  the  concern's  financial  con- 
dition at  any  period.  Such  are  the  Day  Book, 
Journal,  Sales  Book,  Ledger,  etc.  The  mem- 
orandum or  statistical  books  are  used  merely 
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as  subsidiary  books,  principally  in  corpora- 
tions. Such  are  the  Minute  Book,  Stock  Certifi- 
cate Books,  Order  Books,  Commission  Books, 
etc.,  these  not  forming  part  of  the  system  of 
double  entry. 

THE   DAY  BOOK. 

The  Day  Book  is  a  book  of  original  entry, 
whose  keeping  requires  considerable  care,  as 
an  error  or  omission  in  entering  any  item  in 
it  would  very  probably  lead  to  troublesome 
complications.  It  is,  therefore,  of  vital  im- 
portance that  every  entry  in  it  should  be  made 
after  mature  deliberation  and  with  absolute 
clearness,  so  that  it  shall  be  readily  under- 
stood. All  erasures  should  be  avoided,  and 
every  change  made  should  be  so  managed  that 
its  nature  can  be  determined  clearly  and  read- 
ily. It  is  this  book,  containing  the  original  en- 
try, which  must  be  produced  in  court  in  case 
of  legal  dispute. 

The  scope  of  the  Day  Book  in  accounting  is 
being  gradually  decreased,  due  to  the  fact  that 
books  evolved  from  it  are  taking  its  place. 
These  books  are,  however,  merely  day  books, 
and  are  used  for  the  purpose  for  which  the  Day 
Book  was  originally  intended.  They  are  the 
Sales  Book  and  the  Invoice  Book. 
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THE  SALES  BOOK. 

The  Sales  Book  is  used  to  enter  in  detail, 
items  of  all  merchandise  sold.  It  is  ruled  with 
as  many  columns  for  entries  as  there  are  de- 
partments in  the  business.  The  columns  may 
be  headed,  Glove  Dept.,  Shoe  Dept.,  Clothing 
Dept.,  etc.  The  amount  of  each  sale  is  entered 
in  the  column  of  the  department  to  be  credited. 
The  personal  accounts  should  be  charged  as 
early  and  as  often  as  possible,  in  order  that  the 
condition  of  any  personal  account  may  be  seen 
at  a  glance;  but  it  is  usual  to  post  at  the  end 
of  the  month  the  total  sales  of  the  different  de- 
partments to  their  respective  accounts  in  the 
Ledger. 

THE  INVOICE  BOOK. 

The  Invoice  Book  is  used  for  the  purpose  of 
recording  all  purchases  of  goods.  It  is  ruled 
in  the  style  of  a  day  book,  having  such  addi- 
tional columns  as  the  needs  of  the  business  re- 
quire. The  columns  are  usually  headed  ac- 
cording to  the  departments  for  which  goods 
are  bought,  or  else  simply  Woolens,  Cotton, 
Cambric,  etc.  Each  invoice  as  received  is  en- 
tered in  the  particular  column  calling  for  the 
goods  invoiced.  The  personal  items  are  cred- 
ited to  their  respective  accounts  as  quickly  as 
may  be  convenient.  At  the  end  of  each  month 


THE   JOURNAL.  15 

the  totals  of  the  different  columns  are  charged 
to  their  respective  departments  or  accounts  in 
the  Ledger.  The  principal  reason  for  keeping 
these  departmental  accounts  is  to  enable  the 
proprietor  to  ascertain  the  gross  profit  he  is 
deriving  from  each  department.  Many  other 
names  also  are  used  to  designate  this  book,  as 
Purchase  Journal,  Purchase  Day  Book,  In- 
voice Register,  Invoice  Scrap  Book. 

THE  JOURNAL. 

The  Invoice  Book  and  the  Sales  Book  are 
books  of  original  entry,  from  which  all  entries 
are  posted  directly  into  the  Ledger.  In  many 
concerns  there  are  transactions  constantly  oc- 
curring which  are  not  recorded  in  other  books 
of  original  entry.  These  must,  however,  be 
recorded  in  some  book,  so  as  to  find  their  way 
finally  into  the  Ledger.  For  such  items  the 
Journal  is  most  desirable. 

The  main  uses  of  the  Journal  are  for  keep- 
ing a  record  of  the  debiting  and  crediting  of 
items  in  the  Ledger,  such  as  (a)  opening  en- 
tries, (b)  entries  which  cannot  conveniently  be 
carried  through  the  other  books  of  original  en- 
try, (c)  closing  entries. 

It  is  of  vital  importance  that  no  entry  be 
ever  originated  in  the  Ledger.  All  entries 
must  be  made  in  books  of  original  entry  first. 
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In  the  Journal  are  entered  the  names,  or  titles 
of  the  accounts  which  are  to  be  debited  and 
credited,  which  process  is  called  journalizing, 
together  with  the  proper  dates  and  amounts, 
and  these  are  then  carried  to  the  Ledger.  This 
part  of  the  bookkeeper's  work  is  important 
and  requires  of  him  the  ability  to  think  cor- 
rectly. 

The  Journal  varies  in  form  from  the  ordi- 
nary two  columns  to  many  columns,  this  ar- 
rangement depending  upon  the  requirements 
of  the  business.  In  many  concerns  columns 
are  arranged  to  keep  entries  of  cash  received 
and  cash  paid,  and  often  other  books  of  origi- 
nal entry  are  virtually  combined  into  a  jour- 
nal, though  it  is  better  to  keep  cash  and  other 
books  of  original  entry  in  separate  books. 
(This  point  to  be  discussed  later.) 

THE  LEDGER. 

The  Ledger  is  pre-eminently  the  book  of  ac- 
counts. From  the  Journal  and  the  other  books 
of  original  entry,  all  items  are  finally  carried 
to  the  Ledger.  In  it  items  having  the  same  name 
or  title  are  gathered  under  the  same  name, 
each  item  on  its  proper  side,  debits  on  the  debit 
or  left  hand  side,  credits  on  the  credit  or  right 
hand  side.  The  Ledger,  because  of  the  classi- 
fied and  summarized  nature  of  its  contents,  is 
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the  businessman's  principal  book  of  reference. 
If  he  wishes  to  learn  how  much  John  Jones 
owes  him,  the  Ledger  gives  him  the  informa- 
tion. Should  he  desire  to  pay  the  balance 
he  owes  to  Wm.  Johnson,  it  is  to  the  Ledger  he 
refers  to  ascertain  the  extent  of  his  liability. 
Briefly  stated,  whenever  full  information  re- 
garding any  matter  connected  with  his  busi- 
ness is  desired,  it  is  the  Ledger  which  gives 
him  the  information  sought.  Transferring 
items  from  other  books  to  the  Ledger  is  termed 
"posting."  Ledger  accounts  are  usually  di- 
vided into 

(a)  Eeal  accounts, 

(b)  Personal  accounts, 

(c)  Nominal  accounts. 

Eeal  accounts  are  those  which  represent 
goods  that  are  manufactured,  merchandise, 
plants  and  machinery,  or  specific  things  dealt 
in,  and  they  are  accounts  which  show  the 
changes  taking  place  in  the  assets  and  liabili- 
ties, Bills  Eeceivable,  Cash,  Bills  and  Accounts 
Payable,  Mortgages,  also  come  under  this 
heading,  since  they  also  show  the  changes 
which  take  effect  in  these  accounts.  Merchan- 
dise belongs  to  this  account  whenever  the  ac- 
count is  represented  by  the  Inventory  on  hand. 

Personal  accounts  are  the  record  of  transac- 
tions between  the  proprietor  and  the  many 
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people  with  whom  he  does  business.  Personal 
accounts  are  either  assets  or  liabilities ;  the  for- 
mer when  they  represent  amounts  owed  by 
debtors,  the  latter  when  they  show  amounts 
due  to  creditors. 

Nominal  accounts  are  those  which  deal  with 
all  items  of  income  and  expenditure,  and  they 
close  out  periodically  into  one  of  the  subdi- 
visions of  the  Profit  and  Loss  Account.  Be- 
fore the  Merchandise  Account  has  been  closed, 
the  gross  profit  is  carried  to  the  Profit  and 
Loss  Account,  and  the  Merchandise  Account  is 
a  nominal  account. 

In  recent  years,  owing  to  the  increases  in 
business,  the  bookkeeper's  work  became  so 
heavy,  that  a  change  was  necessitated  in  keep- 
ing Ledgers,  which  has  resulted  in  many  new 
ledgers  coming  into  vogue.  In  the  General 
Ledger  only  real  and  nominal  and  adjusting  ac- 
counts are  kept,  and  the  amounts  owing  to 
creditors  and  by  debtors  are  found  in  separate 
ledgers. 

The  Sales  Ledger  contains  accounts  with  the 
concern's  debtors.  Entries  are  posted  from 
the  Sales  Book,  representing  sales,  to  the  debit 
of  the  accounts  in  the  Sales  Ledger;  and  to  the 
credit  of  the  accounts  in  the  Sales  Ledger  are 
posted  through  the  Sales  Return  Journal 
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amounts  of  merchandise  returned,  and  through 
the  Cash  Book  amounts  of  all  cash  received 
and  discounts  allowed.  The  balance  of  each 
account  represents  the  amount  owing  by  such 
debtor.  In  concerns  where  the  business  is 
quite  large,  several  Sales  Ledgers  are  used, 
the  books  being  divided  into  several  divisions, 
so  that  each  bookkeeper  has  his  own  Sales 
Ledger,  representing  debtors  from  A-G,  H-M, 
N-S,  T-Z,  or  subdivided  into  counties,  territo- 
ries, states,  etc. 

The  Purchase  Ledger  contains  all  accounts 
from  the  Invoice  Book  representing  purchases. 
These  are  posted  to  the  credit  side  of  the  per- 
sonal accounts.  Merchandise  returned  to  the 
creditors  is  entered  in  Purchase  Eeturn  Jour- 
nal, and  cash  paid  and  discount  received  is  en- 
tered in  Cash  Book  preparatory  to  being 
charged  to  the  personal  accounts.  The  bal- 
ances of  the  accounts  in  the  Purchase  Ledger 
show  the  amounts  owing  to  the  creditors  of  the 
business. 

The  Private  Ledger  is  sometimes  used  where 
the  concern  desires  to  keep  certain  accounts 
private  or  unknown  to  the  office  force.  The 
accounts  usually  kept  herein  are  Profit  and 
Loss  Account,  Capital  Accounts,  Eeserves, 
Surplus,  and  any  other  accounts  the  proprie- 
tor may  desire  to  have  entered. 
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Appended  to  the  general  Trial  Balance  sheet 
is  an  account  marked  "Private  Ledger."  The 
difference  between  the  total  debit  and  credit 
balances  in  the  Private  Ledger,  inserted  here, 
should  make  the  general  trial  balance  correct. 
If  this  balance  be  kept  in  the  principal's  hands, 
it  will  remain  constantly  a  perfect  check 
against  "forced  balances." 

QUESTIONS  ON  TEXT. 

1.  What  does  the  word  business  mean  as  ap- 
plied to  accounting? 

2.  Give  fully  the  two  particular  objects  of 
bookkeeping. 

3.  Give  a  brief  history  of  Accounting. 

4.  Give  a  full  explanation  of  the  Day  Book, 

5.  Of  the  Current  Ledger. 

6.  Of  the  Journal. 

7.  Of  the  Sales  Ledger. 

8.  Of  the  Purchase  and  Private  Ledgers. 

9.  Define  broadly  the  word  bookkeeping. 

10.  Define  two  great  classes  of  books  used  in 
accounting. 

ORIGINAL  QUESTIONS. 

1.  State  a  comprehensive  general  rule  for 
journalizing.  Write  in  your  journal  the  en- 
tries of  the  following  transactions  and  explain 
the  application  of  the  rule  to  each  debit  and 
credit:  You  receive  from  A.  Truman,  admin- 
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istrator  of  an  estate  of  which  you  are  a  legatee, 
full  titles  to  property  as  follows:  warehouse 
on  Bond  street,  valued  at  $175,000,  mortgaged 
to  Ironclad  Trust  Co.  for  $18,000;  suburban 
residence,  valued  at  $8,000;  100  shares  Tesla 
Electric  Co.,  par  value  $100  a  share.  Three 
days  later  you  convey  the  residence  as  a  gift 
to  your  daughter. 

2.  What  books  of  a  mercantile  firm  should  be 
treated   as   books   of   original   entry   and   be 
posted  direct  to  the  ledger?    Give  an  example 
of  an  entry  that  should  necessarily  be  made  in 
the  journal. 

3.  Arrange  a  plan  for  keeping  a  private 
ledger  with  which  the  general  ledger  will  agree 
and  yet  in  no  way  reveal  the  contents  of  the 
private  ledger.     What  matters  are  usually  re- 
corded in  the  private  ledger? 

4.  On  what  general  principles  is  double  entry 
bookkeeping  based?      State  briefly  a  general 
formula  for  the  correct  recording  of  business 
transactions. 

5.  Describe  the  entries  necessary  to  open  a 
set  of  double  entry  books  for  a  firm  just  start- 
ing in  business. 

6.  What  are  auxiliary  books  as  understood  in 
accounting  terminology?    Mention  three  books 
of  this  class  and  explain  their  use. 

7.  As  the  bookkeeper  of  a  firm  that  had  no 
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articles  of  copartnership,  what  would  be  your 
duty  on  learning  of  the  death  of  a  partner? 

8.  Draft  a  form  of  cash  book  to  be  used 
where  all  receipts  are  deposited  in  bank  and  all 
payments  are  made  by  check.     Illustrate  the 
use  of  this  book  by  three  or  more  entries. 

9.  Into  how  many  classes  are  ledger  accounts 
usually  divided?    Mention  two  of  the  principal 
accounts  of  each  class,  and  state  the  purpose 
of  each. 

10.  Describe  several  economies  in  accounting 
made  possible  by  the  introduction  of  special 
columns  in  books  of  original  entry. 


PAKTH. 

DEBITS  AND  CREDITS. 

As  already  stated,  every  account  in  the 
Ledger  contains  two  sides,  the  left-hand  side 
called  the  debit,  and  the  right-hand  the  credit 
side.  Thus,  should  goods  be  sold  by  A  to  B  for 
$50,  a  record  must  be  made  in  the  Ledger  show- 
ing that  B  has  become  a  debtor  to  A  for  $50. 
Formerly,  if  B  had  paid  to  A  $20  on  account, 
the  $20  used  to  be  subtracted  from  the  $50, 
leaving  $30  still  unpaid.  It  was  soon  discov- 
ered, however,  that  there  are  many  objections 
to  proceeding  in  this  way.  The  bookkeeper  would 
be  likely  to  add  sometimes  instead  of  subtract- 
ing, and  at  other  times  there  were  chances  of 
his  subtracting  when  he  should  add.  Again, 
from  a  cursory  glance  at  an  account,  it  would 
be  impossible  for  an  outsider,  for  instance,  to 
see  readily  whether  there  was  a  credit  in  A's 
favor  or  in  B's.  To  meet  the  difficulty  contin- 
ually contended  with,  another  column  was  pro- 
vided in  the  Ledger,  further  to  the  right  of 
original  column  and  on  one  side  only  appeared 
all  charges  against  the  debtor,  and  on  the  other 
side  all  credits.  It  was  then  ascertainable 
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without  much  trouble  in  whose  favor  a  balance 
existed.  From  this  practice  arose  the  gradual 
keeping  of  several  columns  in  the  Journal,  so 
that  one  column  would  be  entirely  for  charges 
or  debits  and  the  other  side  entirely  for 
credits. 

Debit  means  "he  owes"  from  the  Latin  de- 
bere;  credit  means  "he  trusts  in"  from  the 
Latin  credere.  Whenever  an  asset  is  created 
or  an  expense  incurred,  it  is  a  debit;  when  a 
liability  is  incurred  or  an  item  of  income 
created,  it  as  a  credit.  Eemember  always 
debit  him  who  receives  a  value  and  credit  him 
who  gives  value. 

SINGLE  ENTRY. 

Single  entry  bookkeeping  is  the  system  of 
recording  in  books,  transactions  involving 
charges  and  credits  to  customers  and  creditors. 
These  are  treated  in  the  same  manner  as  in 
double  entry,  but  in  single  entry  the  accounts 
are  personal  only,  and  the  complementary  ac- 
counts relating  to  profit  and  loss  and  to  goods 
dealt  in  are  not  shown,  and  the  equilibrium  of 
debits  and  credits  is  entirely  lacking.  The 
mathematical  accuracy  of  the  postings  is  not 
demonstrated  as  in  double  entry,  and  for  this 
reason  there  is  no  check  on  the  accuracy  of  the 
results  obtained.  To  be  certain  that  the  post- 
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ings  have  been  properly  made  it  is  necessary  to 
check  item  for  item.  Again  a  detailed  Profit 
and  Loss  Account  showing  the  sources  of  in- 
come and  expenditure  cannot  be  prepared. 

In  single  entry,  records  are  usually  made  in 
the  Day  Book,  showing  either  a  charge  or  a 
credit  to  a  personal  account,  and  in  the  Cash 
Book,  if  kept,  showing  all  items  of  receipt  and 
expenditure.  Totals  representing  the  amount 
of  goods  bought,  sold,  or  returned,  are  never 
shown,  and  it  is  impossible  to  ascertain  the 
gross  profit  of  the  business  by  books  so  kept. 
The  net  profit  of  a  business  can,  however,  be 
ascertained,  provided  that  the  capital  accounts 
of  the  proprietor  or  partners  have  been  kept, 
showing  the  original  capital  and  all  sums  added 
to  or  withdrawn  during  the  period.  A  state- 
ment is  prepared,  showing  on  one  side  all  the 
assets  of  the  business,  and  on  the  other  side 
all  the  liabilities,  including  the  capital 
accounts.  Personal  accounts  of  debtors  and 
creditors  and  capital  accounts  will  usually  be 
ascertained  from  the  books.  Cash  on  hand 
should  be  balanced  and  be  verified  at  the  bank, 
and  an  inventory  of  the  merchandise,  furniture 
and  fixtures,  plant  and  machinery,  and  other 
property  should  be  obtained. 

Notes  due  to  and  by  the  concern  should  be 
inventoried.  Having  collected  all  the  data,  the 
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items  should  be  arranged  as  described  above. 
The  excess  of  the  debit  side  over  the  credit  side 
will  then  show  the  gain  for  the  period,  or  the 
loss  will  be  shown  by  the  excess  of  the  credit 
over  the  debit  side. 

Thus,  if  the  capital  at  the  beginning  of  the 
business  amounted  to  $500,  and  at  the  end  of 
the  year,  upon  an  inventory  being  taken,  it 
is  found  that  the  merchandise  is  valued  at 
$1,000,  the  cash  on  hand  at  $500,  bills  receiva- 
ble and  miscellaneous  debtors  at  $1,000,  and 
that  the  merchant  owes  $1,500,  it  is  evident  that 
there  has  been  a  gain  made  of  $500. 

DOUBLE  ENTRY. 

The  essential  point  in  double  entry  boot- 
keeping  is  that  every  transaction  involving  the 
transfer  of  money  or  its  equivalent  shall  ap- 
pear in  two-fold  entries,  one  on  the  debit,  and 
another  on  the  credit  side,  thus  maintaining 
the  accounts  in  a  state  of  equilibrium.  In  single 
entry,  only  the  debits  or  credits  are  shown,  and 
the  sources  in  each  account  are  not  kept.  In 
double  entry,  income  and  expenditure  accounts 
are  kept,  thus  showing  the  sources  from  which 
all  such  entries  originate. 

Four  hundred  years  have  passed  since 
double  entry  came  into  use,  but  despite  mak- 
ing two-fold  entries,  as  stated  above,  or  in 
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other  words,  keeping  books  almost  twice,  and 
although  by  modifications  and  improvements 
the  work  has  been  greatly  curtailed,  the  princi- 
ples of  double  entry  have  not  changed. 

If  goods  are  sold  to  John  Brown,  his  ac- 
count must  be  debited  and  the  merchandise 
credited,  which  entries  show  that  Brown  has 
become  debtor  to  the  business,  and  at  the  same 
time  that  the  merchandise  account  has  been  de- 
creased. Again  when  Brown  pays,  cash  be- 
ing received  is  debited,  and  his  account  is 
credited,  since  he  has  reduced  his  liability  to 
the  concern.  See  Debits  and  Credits,  at  the 
beginning  of  this  part. 

The  advantages  of  double  entry  bookkeeping 
may  be  concisely  stated  as  follows : 

1st.  The  mathematical  accuracy  of  posting  is 
easily  determined. 

2d.  The  ability  to  ascertain  from  the  Trad- 
ing Account  the  gross  profit.  Gross  loss 
rarely  happens,  unless  goods  are  sold  below 
cost. 

3d.  A  detailed  audit  is  greatly  facilitated, 
and  is  a  deterrent  against  fraudulent  entries. 

4th.  The  profit  or  loss  as  shown  by  the  Bal- 
ance Sheet  is  proved  by  the  excess  or  deficit  as 
shown  by  the  Profit  or  Loss  Account. 

5th.  All  items  of  income  and  expenditure  ap- 
pear on  the  Ledger. 
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6th.  The  net  profit  is  shown,  together  with 
the  sources  from  which  it  arises. 

7th.  By  means  of  keeping  special  accounts 
for  goods  or  departments,  the  profit  or  loss  on 
each  class  of  goods  sold  or  in  each  department 
is  ascertained. 

8th.  Statistics  are  available  by  which  a  mer- 
chant can  see  where  his  expenditures  may  be 
decreased  or  his  income  increased. 

9th.  The  ability  to  determine  the  value  of 
merchandise  destroyed  by  fire,  by  ascertaining 
the  gross  profit  on  trading  for  a  period  of 
years,  is  very  valuable. 

In  fact,  the  many  advantages  derived  from 
books  kept  by  double  entry  cannot  be  too 
highly  estimated;  and  the  student  himself  will 
be  able  to  ascertain  very  readily  the  advan- 
tages afforded  in  keeping  books  by  double 
entry. 

CHANGING  A  SET  OF  BOOKS  FROM  SINGLE  ENTBY 
TO  DOUBLE  ENTRY. 

As  has  been  explained  above,  the  student  will 
note  that  in  books  kept  by  single  entry,  per- 
sonal accounts  only  are  kept,  representing 
debtors,  creditors,  and  capital. 

The  method  of  changing  books  from  single 
entry  to  double  entry  can  best  be  accomplished 
as  follows: 
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Take  an  inventory  of  every  asset,  which 
should  include  all  personal  accounts,  as  al- 
ready found  on  the  debit  side  of  the  Ledger, 
all  merchandise  on  hand  (which  should  be 
valued  at  cost  price),  and  furniture  and  fix- 
tures (which  should  be  valued  at  a  price  less 
than  their  original  cost,  because  of  their  per- 
ishable nature).  Bills  receivable  should  be  ex- 
amined and  included,  care  being  taken  that 
none  are  past  due.  Cash  on  hand  (proved  by 
comparison  with  the  bank  pass  book),  and  all 
items  unexpired  or  due  to  the  concern,  such  as 
unexpired  insurance  or  rent  paid  in  advance, 
should  be  included  on  the  asset  side. 

Having  determined  the  assets,  the  liabilities 
must  now  be  inventoried.  Amounts  owing  to 
creditors  will  already  exist  on  the  credit  side 
of  the  Ledger.  Bills  issued  but  not  paid 
should  be  inventoried.  The  capital  account 
would  already  appear  on  the  Ledger.  Any 
item  not  yet  due  but  which  must  be  paid  is  to 
be  brought  in  on  the  liability  side  of  the 
Ledger.  The  excess  of  the  debit  over  the 
credit  side  would  be  the  net  profit,  which  in  the 
case  of  partners  would  be  credited  to  their  ac- 
counts, or  in  the  case  of  a  corporation  should 
be  credited  to  the  surplus  account  and  becomes 
available  for  dividends. 

The  books  may  be  opened  by  making  an  en- 
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try  in  the  Journal,  charging  all  assets  and 
crediting  all  liabilities.  Accounts  of  a  per- 
sonal nature  already  existing  in  the  Ledger 
should  be  simply  checked,  but  all  other  ac- 
counts may  be  posted  into  the  Ledger.  Cash 
accounts  having  been  kept,  the  balance  is  left 
in  the  Cash  Book,  it  not  being  necessary  to 
keep  a  cash  account  in  the  Ledger  (for  reasons 
which  will  appear  later).  Having  accom- 
plished this,  take  a  trial  balance  to  prove  your 
postings.  Nominal  accounts,  required  from 
time  to  time  as  the  magnitude  or  nature  of  the 
business  demands,  should  be  opened,  to  afford 
detailed  classification  of  all  entries. 

For  example,  assuming  the  inventory  taken 
and  the  accounts  from  the  Ledger  to  be  as  fol- 
lows :  Plant  and  machinery,  $5,000 ;  merchan- 
dise on  hand,  $10,000;  bills  receivable,  $3,000; 
cash,  $20,000;  accounts  receivable,  $12,000; 
bills  payable  $6,000,  and  accounts  payable,  $12,- 
000;  then  the  Journal  entry  would  be  as 
follows : 

SUNDRIES    DB. 

v  Cash    $20,000.00 

v  Accounts  Re- 

ceivable ..  12,000.00 

(Post)  Bills  Receiv- 
able    3,000.00 

(Post)  Plant  and 

Machinery  5,000.00 

(Post)   Merchandise.     10,000.00  SUNDBIES,  CR. 

(Post)  Bills    Payable    $6,000.00 

v  Accounts    Payable 12,000.00 

(Post)  Capital  Account 32,000.00 
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THE  TRIAL  BALANCE. 

The  Trial  Balance  is  an  extract  of  the 
Ledger  accounts  prepared  after  all  postings 
have  been  made,  but  before  the  making  of  the 
closing  entries.  That  is,  it  represents  the  bal- 
ances of  all  the  accounts  in  the  Ledger,  both 
personal  and  impersonal.  It  proves  the  cleri- 
cal or  mathematical  accuracy  of  the  postings 
made.  But  yet  there  may  be  fraudulent  en- 
tries, items  may  have  been  carelessly  posted  to 
wrong  accounts,  or  there  may  exist  errors  of 
principle.  However,  the  verification  of  these 
items  is  the  work  of  an  auditor. 

Two  methods  of  preparing  a  Trial  Balance 
are  in  use. 

First  By  taking  an  abstract  of  all  accounts 
in  the  Ledger,  entering  those  having  credit  bal- 
ances on  the  credit  side  of  the  Trial  Balance, 
and  those  having  debit  balances  on  the  debit 
side  of  the  Trial  Balance. 

Second.  By  simply  totalizing  the  amount  on 
both  sides  of  an  account,  both  debit  and  credit. 
By  this  method  the  balances  of  both  sides  must 
agree,  and  the  error  may  be  localized  to  the 
side  on  which  the  error  exists.  For,  by  sum- 
ming the  totals  of  the  different  books  of  origi- 
nal entry,  and  taking  the  balances  at  the  be- 
ginning of  the  period  into  consideration,  it  will 
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be  readily  ascertained  what  the  Trial  Balance 
total  should  be,  and  the  error  can  be  traced  to 
the  side  which  is  wrong. 

The  former  method,  however,  has  an  advan- 
tage over  the  latter,  for  the  differences  be- 
tween the  two  sides  of  an  account  greatly  facil- 
itate the  preparation  of  a  Balance  Sheet,  when 
once  the  totals  agree.  But  by  this  method, 
there  is  greater  risk  that  the  Trial  Balance 
will  not  agree  at  once,  for  mistakes  may  be 
made  in  subtracting.  It  thus  may  be  advisable 
to  have  four  columns  when  taking  a  Trial  Bal- 
ance, two  for  the  total  debit  and  credits  of 
Ledger  Accounts,  and  two  for  the  debit  or 
credit  balances. 

If  it  is  found  that  the  Trial  Balance  does  not 
prove,  the  totals  should  be  re-added  for  a  pos- 
sible mistake  in  addition.  Not  discovering  er- 
ror, footings  of  all  books  should  be  proved. 
Postings  should  be  re-checked  into  the  Ledger 
for  entries  posted  to  the  wrong  side,  or  errors 
in  posting,  which  are  more  frequent.  This 
method  will  surely  discover  the  error.  When 
separate  Ledgers  are  used  the  work  is  greatly 
facilitated,  for  the  errors  may  be  localized  to 
some  particular  Ledger. 

A  FEW  TIMELY  SUGGESTIONS  TO  LOCATE  EKEOBS  IN 
A   TBIAL   BALANCE. 

1.  If  the  amount  out  of  balance  is  divisible  by 
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9,  it  may  be  a  transposition  of  figures ;  differ- 
ence 63.     Posted  92  for  29,  81  for  18. 

2.  Figure  divisible  by  9  may  also  be  an  item 
not  posted  or  listed  in  Trial  Balance. 

3.  If  difference  is  divisible  by  2,  it  may  be 
posted  to  wrong  side  of  Ledger,  or  wrongly 
listed  on  Trial  Balance.     For  instance,  balance 
out  72.    36  may  be  posted  to  wrong  side  or 
wrongly  listed. 

4.  Error  of  one  cent,  ten  cents,  one  dollar, 
etc.,  are  often  errors  in  addition,  and  often  1 
posted  as  0. 

5.  An  excellent  manner  is  to  take  off  Trial 
Balance  of  General  Ledger,  and  form  Control- 
ling Accounts  as  explained  farther  on.     Add  to 
General  Ledger  Trial  Balance,  Control  of  Cus- 
tomers and  Creditors,  and  if  figures  agree  it  is 
reasonably  certain  that  errors  will  not  be  in 
General  Ledger.      Then  prove  individual  bal- 
ances  of   Customers   and   Creditors  Ledgers. 
Errors  may  then  be  localized  to  these  Ledgers. 

6.  Watch  out  for  postings  made  twice,  par- 
ticularly likely  to  occur  in  columnar  cash  book. 
For  instance,  an  amount  should  be  entered  in 
Accounts   Payable   column,   entered   into   Ex- 
pense column,  usually  posted  in  total  monthly. 
To  the  Creditors  Account  it  is  also  posted. 
Hence  it  is  posted  to  Creditors  Account  indi- 
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vidually,  and  to  Expense  Account  at  end  of 
month,  with  other  Expense  items. 

It  will  be  found,  however,  despite  many 
short  cuts,  that  in  the  end  the  best  method  is 
to  carefully  re-check  item  for  item  into 
Ledgers,  thus  saving  valuable  time  in  search- 
ing for  errors  by  means  of  short  cuts. 

Some  concerns  take  a  Trial  Balance  every 
month,  others  twice  a  year,  while  still  others 
yearly.  It  will  be  found,  however,  that  it  is 
advisable  to  take  a  Trial  Balance  monthly,  for 
the  errors  will  thus  be  much  more  easily  dis- 
covered. 

You  have  been  asked  to  prepare  a  Trial  Bal- 
ance from  the  Ledger  of  A  SB,  and  you  find 
debit  balances  for  the  following  accounts: 
Plant  and  machinery,  $35,000;  merchandise 
purchases,  $38,000;  labor,  $39,000;  salaries, 
$6,000;  traveling  expenses,  $2,500;  interest, 
$600;  rents  and  taxes,  $4,700;  fuel,  $3,000; 
freight,  $1,500;  accounts  receivable,  as  shown 
by  the  Sales  Ledger,  $25,000;  cash  on  hand, 
$2,000;  on  the  credit  side  you  will  find  A 's  capi- 
tal $50,000,  £'s  capital  $25,000;  accounts  pay- 
able, as  shown  by  the  Purchase  Ledger, 
$10,000;  merchandise  sales,  $55,000;  bills  pay- 
able, $17,300.  The  items  arranged  in  a  Trial 
Balance  form  would  appear  as  follows: 
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Trial  Balance,  January  1, 1899. 

Dr.  Cr. 

A  'a  Capital $50,000.00 

B's  Capital 25,000.00 

Plant  and  Machinery. . .  $35,000.00 

Purchases   38,000.00 

Labor 39,000.00 

Salaries  6,000.00 

Traveling  Expenses  . . .  2,500.00 

Accounts  Payable 10,000.00 

Bills  Payable 17,300.00 

Merchandise  Sales  ....  55,000.00 

Cash  on  hand  2,000.00 

Accounts  Receivable  . . .  25,000.00 

Freight   1,500.00 

Fuel   3,000.00 

Rent  and  Taxes 4,700.00 

Interest  600.00 


$157,300.00  $157,300.00 

QUESTIONS  ON  TEXT. 

1.  Give  an  example  of  an  imaginary  concern's 
assets  and  liabilities,  whose  books  have  been 
kept  by  single  entry,  and  change  to  double  en- 
try, using  your  own  figures. 

2.  What  additional  accounts  will  now  be  made 
use  of,  after  change? 
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3.  Give  a  method  of  arriving  at  the  profit  or 
loss  in  books  kept  by  single  entry.     Describe 
fully. 

4.  Describe  fully  double  entry  bookkeeping. 

5.  What  is  the  advantage  of  the  equilibrium 
in  the  Ledger  where  the  books  have  been  so 
kept? 

6.  What  besides  personal  accounts  are  kept  in 
the  double  entry  system? 

7.  What  is  a  trial  balance? 

8.  What  two  methods  are  in  vogue  in  prepar- 
ing a  trial  balance? 

9.  What  does  a  trial  balance  prove,  if  any- 
thing? 

10.  Suggest  various  methods  to  locate  errors  in 
a  Trial  Balance. 

ORIGINAL  QUESTIONS. 

1.  What  are  controlling  accounts?    For  what 
purpose  are  they  employed  and  how  are  they 
conducted?    Give  three  examples,  with  clear  ex- 
planation of  each. 

2.  Mention  four  items  of  information  in  addi- 
tion to  those  usually  shown  in  the  books  of  a 
mercantile  business  which  should  appear  in  a 
set  of  books  for  keeping  the  accounts  of  a  fac- 
tory.   Give  reasons  for  your  answer. 

3.  If  your  trial  balance  shows  an  account  hav- 
ing a  debit  excess  what  does  the  circumstance 
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signify?  Does  the  debit  balance  shown  by  the 
trial  balance  indicate  the  true  status  of  the  ac- 
count? Explain. 

4.  State  the  characteristic  distinctions  be- 
tween single  entry  bookkeeping  and  double  en- 
try bookkeeping.     What  are  the  advantages  of 
double  entry  over  single  entry? 

5.  From  what  accounts  is  a  profit  and  loss  ac- 
count prepared?     In  what  way  is  its  accuracy 
proved? 

6.  In  the  Trial  Balance  of  a  merchant's  books 
in  which  Sales  and  Purchase  Ledgers  are  used, 
the  debit  footing  exceeds  the  credit  footing  by  a 
certain  sum.     What  steps  would  you  take  to  lo- 
cate it,  and  what  would  you  suggest  as  the  prob- 
able explanation  of  the  difference? 

7.  State  and  explain  the  two  principal  pur- 
poses for  which  accounts  are  kept. 

8.  Describe  the  process  and  state  some  of  the 
purposes  of  analyzing  a  ledger. 

9.  Outline  three  different  forms  of  ledger  rul- 
ing, each  differing  from   the   standard    form. 
Mention  the  points  of  superiority  over  the  com- 
mon form  of  each  of  the  three  special  forms,  for 
the  purpose  intended. 

10.  On  what  theory  is  the  doctrine  of  equilib- 
rium in  bookkeeping  founded?     Explain. 


PART  in. 

ACCOUNTS. 

The  word  accounts,  in  its  broadest  sense, 
means  a  catalog  of  items,  whether  debits  or 
credits,  arising  out  of  contracts,  as  in  the  case 
of  merchants.  A  mutual  account  is  one  con- 
taining reciprocal  demands  or  charges  between 
merchants.  A  stated  account  is  one  which  has 
been  accepted  as  correct  by  the  party  against 
whom  it  states  a  balance.  All  accounts  are  di- 
vided into  two  great  classes,  personal  accounts 
and  impersonal  accounts. 

Personal  accounts  are  accounts  with  persons, 
and  they  show  the  transactions  between  a  busi- 
ness and  its  many  debtors  and  creditors,  the 
balance  of  each  account  representing  an  asset  or 
a  liability. 

Impersonal  accounts  include  all  accounts 
other  than  personal,  and  are  kept  for  the  pur- 
pose of  recording  various  transactions  of  a 
business.  They  show  items  of  income,  expen- 
diture, property,  etc. 

Impersonal  accounts  are  subdivided  into  real 
and  nominal. 

Eeal  accounts  are  those  which  represent  cash, 
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buildings,  plants  and  machinery,  bills  receiv- 
able, merchandise,  bills  payable,  and  include  all 
accounts  representing  value. 

Nominal  accounts  are  those  which  represent 
income  or  expenditure,  such  as  wages,  salaries, 
traveling  expenses,  gas,  rents,  taxes,  purchases, 
sales,  etc.  These  accounts  are  kept  to  classify 
the  items  regarding  expenditure  and  income,  the 
balances  of  which  are  periodically  closed  out 
into  the  Profit  and  Loss  Account. 

ASSETS. 

A  concern's  assets  consist  of  its  property 
and  all  debts  owed  or  due  to  it,  and  are  divided 
into  fixed  assets  and  floating  assets. 

Fixed  assets  are  those  whose  retention  is  nec- 
essary in  order  to  carry  on  the  concern's  busi- 
ness. They,  therefore,  represent  capital  sunk 
in  the  business,  for  instance  in  buildings,  plant, 
machinery,  furniture  and  fixtures.  They  may 
also  be  described  as  unavailable  for  working 
capital,  and  they  cannot  be  readily  converted 
into  cash.  Permanent  and  passive  assets  are 
other  names  sometimes  applied  to  fixed  assets. 

Floating  assets  are  those  which  represent 
cash  or  what  may  be  readily  converted  into 
cash.  They  constitute  assets  which  may  be 
realized  without  impairing  the  plant  or  ma- 
chinery of  a  business,  or  interfering  with  its 
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operations,  and  they  form  the  working  capital 
of  a  business. 

Floating  assets  consist  of  such  items  as  cash, 
bills  receivable,  and  debtors'  accounts.  They 
are  sometimes  alluded  to  under  the  names  of 
cash,  current,  or  quick  assets. 

LIABILITIES. 

A  concern's  liabilities  represent  the  amounts 
due  to  its  outside  creditors  and  for  other  ac- 
counts, as  distinguished  from  sums  due  to  part- 
ners or  shareholders.  Liabilities  are  divided 
into  floating  and  fixed  liabilities. 

Floating  liabilities  are  those  amounts  which 
are  due  to  others  or  are  about  to  become  due,  as 
creditors'  accounts  and  bills  payable. 

Fixed  liabilities  are  those  more  or  less  per- 
manent obligations  which  are  not  usually  paid 
till  the  concern  winds  up  its  business ;  for  ex- 
ample, mortgages  on  real  estate,  and  capital 
stock.  Funded  debt  is  another  name  given  to 
fixed  liabilities,  and  these  represent  the  amount 
raised  for  permanent  purposes,  and  may  also 
be  described  as  those  which  do  not  usually 
fluctuate  but  remain  constant. 

BILLS  RECEIVABLE  AND  BILLS  PAYABLE. 

A  bill  is  a  promise  to  pay  a  fixed  amount  to 
a  stated  person  at  a  specified  time.  Bills  re- 
ceived by  a  concern  constitute  bills  or  notes  re- 
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ceivable,  and  when  given  by  the  concern  they 
are  bills  or  notes  payable. 

It  often  happens  that  a  merchant  whose 
credit  is  sound  may  be  short  of  cash,  and,  there- 
fore, pays  a  debt  by  giving  a  note.  The  payee 
is  able  to  have  that  note  discounted  at  the  bank 
and  thus  obtain  and  use  the  cash.  When  a  mer- 
chant pays  his  account  by  a  note,  he  should  be 
given  credit  for  the  amount  of  his  note,  and  the 
Bills  Receivable  Account  charged.  When  the 
note  is  paid  or  when  it  is  discounted  the  cash 
received  would  be  credited  to  the  Bills  Receiv- 
able Account.  By  placing  a  small  d  opposite 
the  entry  for  each  bill  as  it  is  discounted,  the 
contingent  liability  can  be  seen  at  a  glance.  As 
each  note  is  paid  at  maturity  this  d  should  be 
stricken  through.  When  a  concern  pays  its  in- 
debtedness to  a  creditor  by  a  note,  the  Bills 
Payable  Account  should  be  credited,  and  the 
creditor's  account  charged.  When  the  note  is 
paid  the  Bills  Payable  Account  will  be  charged 
through  the  Cash  Book. 

CONTROLLING  ACCOUNTS. 

Controlling  Accounts  are  titles  of  accounts 
kept  in  the  General  Ledger,  representing 
amounts  in  gross  due  to  or  by  a  concern,  with- 
out resorting  to  abstracting  the  totals  from  the 
Purchase  and  Sales  Ledgers.  These  totals, 
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however,  must  agree  with  the  Controlling  Bal- 
ances. Controlling  Accounts  may  also  repre- 
sent, in  gross,  amounts  due  to  or  by  Branches, 
Petty  Expense  Ledger,  Private  Ledger,  etc. 

It  is  often  found  advantageous,  particularly 
in  businesses  of  considerable  magnitude,  to  have 
accounts  so  kept  that  the  proprietor  may  easily 
ascertain  the  amounts  owed  by  debtors  or  to 
creditors,  without  waiting  while  the  tedious 
method  of  taking  the  balances  of  the  accounts 
is  being  carried  through. 

The  Controlling  Accounts  are,  as  has  been 
said,  kept  in  the  General  Ledger,  mainly  for 
Purchase  and  Sales  Ledger  Accounts.  (See 
Part  I  for  the  description  of  the  Purchase  and 
Sales  Ledgers.) 

Taking  the  Sales  Ledger  Controlling  Ac- 
count: at  the  end  of  the  month  this  account 
should  be  charged  with  the  total  amount  of  mer- 
chandise sold  as  shown  by  the  Sales  Book,  and 
credited  with  the  total  amount  of  cash  received 
and  discount  allowed  as  shown  by  the  Cash 
Book  totals,  and  should  also  be  credited  with  all 
allowances  made  to  customers,  and  all  merchan- 
dise returned.  The  excess  of  the  debit  side 
over  the  credit  side  will  represent  the  amount 
still  due  to  the  concern  from  its  debtors,  and  the 
total  thus  obtained  must  agree  with  the  Sales 
Ledger  balance  taken.  The  same  process  may 
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be  applied  to  the  Purchase  Ledger  Controlling 
Account,  except  that  the  entries  would  be  re- 
versed. 

SALES  LEDGER  CONTROLLING  A/0. 


July  1.  Balance    .  . 
July  1/31  Sales   .. 
1/31  Journal 

..$54,800.08 
..   13,350.01 
113.10 

July  1/31    Return 
Sales 
1/31  Cash     .. 
1/31  Journal 
1/31  Notes   .. 
31  Balance  .. 

$  2,880.78 
23,637.32 
388.96 
1,200.00 
40,171.73 

$68.278.79 
Aug.  1.  Balance  $40,171.73 


$68,278.70 


PURCHASE  LEDGER   CONTROLLING  A/C. 


July  1/31  Return 

Purchases   $      109.05 

1/31  Cash    12,032.43 

81.    Balance    12,748.05 


July  1.  Balance  ....$12,536.46 
1/31    Purchases.   12,413.07 


$24,949.53 


$24,949.53 
Aug.  1.  Balance $12,748.05 


The  advantages  accruing  from  this  system, 
as  before  stated,  can  be  best  appreciated  in  a 
business  where  these  separate  Ledgers  contain 
thousands  of  accounts.  A  complete  trial  balance 
can  be  taken  from  the  General  Ledger,  and  the 
amounts  due  from  customers  and  to  creditors 
can  be  shown  without  awaiting  the  detailed  bal- 
ances from  the  separate  Ledgers. 

Having  once  understood  the  use  and  advan- 
tages of  Controlling  Accounts,  no  progressive 
bookkeeper  would  ever  care  to  keep  a  set  of 
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books  without  making  some  use  at  least  of  these 
accounts. 

THE  CASH  ACCOUNT. 

The  Cash  Account  or  Cash  Book  is,  as  its 
name  suggests,  a  record  of  all  transactions  in- 
volving either  the  receipt  or  the  disbursement 
of  cash.  In  some  concerns  the  Cash  Account 
is  made  a  part  of  the  Day  Book,  but  in  a  busi- 
ness of  any  considerable  magnitude,  especially 
where  the  Cash  Account  is  large  enough  to  re- 
quire continual  handling,  the  Cash  Account  is 
kept  in  a  separate  book.  By  keeping  this  ac- 
count separate,  the  cash  transactions  for  any 
period  may  be  seen  at  a  glance.  It  records  on 
the  debit  side  the  cash  on  hand  at  the  beginning 
of  any  period,  and  all  the  cash  received  during 
the  period  before  the  books  are  closed;  on  the 
other  side  (called  the  credit  side),  all  the  cash 
disbursed  during  the  same  period.  The  excess 
of  the  debit  side  over  the  credit  side  represents 
the  cash  on  hand  at  the  end  of  the  given  period, 
and  this  should  be  brought  down  as  balance  for 
the  new  period  beginning. 

In  accounting,  no  cash  account  is  kept  in  the 
Ledger,  for  the  Cash  Book  is  itself  considered 
a  Ledger,  showing  (as  explained  above)  the 
cash  received  and  paid  out  and  the  balance  on 
hand.  The  sole  reason  for  its  being  kept  sepa- 
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rately  is  the  convenience  in  handling.  All  en* 
tries  should  be  posted  directly  from  the  Cash 
Book  to  the  Ledger,  proper  explanations  being 
also  made  in  the  Cash  Book  to  show  clearly 
what  each  item  stands  for.  The  Cash  Account 
may  be  made  a  little  clearer  if  it  is  treated 
merely  as  an  account  between  the  proprietor 
and  his  cashier.  The  cashier  receiving  the 
money  debits  his  account  and  becomes  liable  to 
the  owner  for  the  money  he  has  received;  he 
credits  his  account  for  cash  paid  out,  thus  re- 
ducing his  liability  to  the  proprietor.  For  the 
balance  of  cash  on  hand  he  is  still  liable  to  the 
proprietor,  and  naturally  he  is  a  debtor  to  the 
business  to  the  extent  of  the  amount  which  he 
still  has. 

The  entries  on  the  Cash  Book's  debit  side 
should  be  credited  to  their  respective  accounts 
in  the  Ledger,  and  all  entries  on  the  credit  side 
of  the  Cash  Book  should  be  debited  to  the  ac- 
counts in  the  Ledger.  The  double  entry  in  the 
Cash  Book  is  made  by  the  cashier,  who  must 
charge  himself  for  receipt  and  credit  the  ac- 
count to  be  credited,  and  vice  versa  regarding 
payment.  When  making  up  the  Trial  Balance 
the  cash  balance  is  ascertained  from  the  Cash 
Account  or  Cash  Book. 

The  Columnar  Cash  Book  is  nothing  more 
than  an  ordinary  Cash  Book,  except  that  it  con- 
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tains  additional  columns  to  assist  in  the  ready 
classification  of  items,  or  in  keeping  separate 
ledgers.  For  example,  in  a  trader's  books, 
there  would  appear  on  the  debit  side  "Cash 
General,"  "Mdse.  Or.,"  representing  cash  sales 
and  "Sales  Ledger  Cr.,"  representing  the 
amounts  paid  by  customers ;  on  the  credit  side 
there  would  be  columns  for  "Cash  General," 
"Purchase  Ledger  Dr.,"  showing  amounts  paid 
to  creditors,  salary  column,  and  different  item- 
ized expense  columns,  etc.,  as  the  nature  and 
the  extent  of  the  business  might  require.  The 
columns  would  be  totaled  at  end  of  each  month 
and  posted  in  one  sum  to  the  credit  or  to  the 
debit  of  their  respective  accounts  in  the  Ledger. 
By  the  introduction  of  these  columns  the  labor 
of  posting  is  greatly  lessened,  detailed  informa- 
tion is  always  obtainable,  and  great  assistance 
is  found  in  the  keeping  of  self -balancing  ledgers. 
It  is  also  quite  usual  to  keep  the  Discount  Ac- 
count in  the  Cash  Book,  particularly  where 
items  of  this  kind  are  numerous,  but  if  on  the 
other  hand  they  arise  only  occasionally,  they 
may  be  entered  in  the  Journal.  When  kept  in 
the  Cash  Book  the  Discount  Account  should  be 
treated  as  follows :  A  separate  column  should 
be  provided  for  it  on  each  side  of  the  Cash  Book 
showing  on  the  appropriate  side  the  actual 
amount  of  discount  allowed  to  debtors  or  by 
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creditors.  If  John  Brown  is  debtor  to  the  bus- 
iness to  the  amount  of  $400  and  is  allowed  $10 
as  discount  for  prompt  or  early  payment,  $390 
should  be  entered  in  the  cash  book  column,  and 
$10  in  the  discount  column  on  same  side.  These 
items  should  be  posted  to  the  individual  credit 
of  John  Brown.  At  the  month's  end,  all  dis- 
count columns  are  totaled,  and  the  total  of  dis- 
counts allowed  to  debtors,  as  shown  on  the 
debit  side  of  the  Cash  Book,  is  posted  to  the 
debit  side  of  the  Discount  Account  in  the 
Ledger.  The  discount  as  shown  on  the  credit 
side  of  the  Cash  Book  is  posted  to  the  credit  of 
Discount  Account  in  the  Ledger.  The  discount 
must  never  be  treated  as  cash,  and  the  only 
reason  for  placing  this  account  in  the  Cash 
Book  is  because  of  the  great  convenience  of  so 
treating  it,  a  convenience  which  the  student  will 
readily  perceive. 

It  is  also  customary  to  keep  bank  columns  in 
the  Cash  Book,  showing  on  one  side  the  depos- 
its made  in  the  bank,  and  on  the  other  side 
withdrawals  from  the  bank,  the  balance  show- 
ing the  cash  on  hand  in  the  bank.  The  prac- 
tice of  keeping  such  a  column  is,  however,  more 
prevalent  in  England  than  in  this  country,  al- 
though it  is  now  being  daily  installed  in  Cash 
Book;  form  previously  shown. 
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THE  PETTY  CASH  BOOK. 

The  Petty  Cash  Book,  as  its  name  indicates, 
should  contain  only  petty  cash  items.  No 
money  received  or  paid  out  on  personal  accounts 
should  be  entered  in  the  Petty  Cash  Book.  The 
most  approved  system  of  recording  petty  cash 
is  what  is  known  in  accounting  as  the  "  Im- 
prest System. "  The  Petty  Cash  Book  should 
contain  such  classified  columns  as  the  nature  of 
the  business  requires.  The  cashier  draws  an 
amount  deemed  sufficient  for  a  period  of  time, 
Hands  same  to  the  petty  cashier,  and  charges 
the  petty  cashier's  account  in  the  General 
Ledger  for  the  amount.  Each  sum  paid  out  by 
the  petty  cashier  is  entered  in  the  proper  col- 
umn provided,  and  at  the  end  of  the  month  the 
amounts  are  totaled  and  the  balance  is  brought 
down.  The  totals  of  the  expense  columns  are 
then  charged  to  their  proper  nominal  accounts 
in  the  Ledger,  and  the  petty  cashier's  account 
is  credited  for  the  same  amount.  Thus  the 
amount  of  cash  on  hand  as  shown  by  the 
Petty  Cash  Book  must  agree  with  the  Petty 
Cashier's  Account  in  the  General  Ledger.  As 
additional  cash  is  required  by  Petty  Cashier, 
the  Cashier  draws  a  check  or  hands  him  the 
cash,  and  charges  the  Petty  Cashier's  Account 
again  in  the  Ledger. 
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ANALYZING  A  LEDGER. 

It  is  sometimes  found  necessary,  where  fraud 
is  suspected  or  books  are  destroyed  or  lost,  to 
prepare  a  detailed  analysis  of  the  Ledger  Ac- 
counts to  show  the  sources  from  which  the  va- 
rious items  are  derived  in  the  Ledger.  The 
method  to  be  employed  is  as  follows:  a  large 
sheet  of  paper  is  ruled  with  perpendicular 
money  columns,  representing  as  many  debit 
and  credit  columns  as  there  are  books  of  origi- 
nal entry.  In  addition,  there  are  columns  rep- 
resenting debits  or  credits  of  accounts  at  the 
beginning  and  ending  of  the  period  under  anal- 
ysis. All  items  as  shown  in  the  Ledger  Ac- 
counts are  entered  in  the  respective  debit  or 
credit  columns  provided  for  them.  When  the 
work  of  transferring  all  the  items  from  the 
Ledger  to  the  Analysis  Sheet  has  been  com- 
pleted, the  columns  are  then  added,  and  should 
be  reconciled  with  the  corresponding  totals  of 
the  books  of  original  entry  if  on  hand.  Should 
any  difference  exist,  it  can  be  readily  traced 
from  the  Analysis  Sheet  into  the  book  or  books 
of  original  entry,  which  may  show  a  difference, 
and  if  fraud  has  been  practiced  it  will  thus  be 
unearthed.  It  can  be  readily  seen  that  while 
this  work  is  rather  tedious,  it  is  nevertheless  of 
great  importance. 
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QUESTIONS  ON  TEXT. 

1.  Describe  each  of  the  classes  into  which  ac- 
counts are  divided. 

2.  What  does  the  word  account  mean  as  ap- 
plied to  accounting? 

3.  What  are  liabilities?     Describe  fixed  and 
floating  liabilities. 

4.  What  is  meant  by  analyzing  a  ledger? 

5.  Describe  a  cash  book;  a  petty  cash  book. 

6.  What   are   assets?     Describe   fixed   and 
floating  assets. 

7.  Into  what  two  great  classes  are  accounts 
divided? 

8.  What  are  controlling  accounts? 

9.  What  are  real  and  what  are  nominal  ac- 
counts? 

10.  Describe  the  method  of  keeping  controlling 
accounts. 

ORIGINAL,  QUESTIONS. 

1.  Eobinson  &  Co.,  wholesale  dealers  in  no- 
tions, whose  books  have  not  been  kept  by 
double  entry,  wish  to  improve  their  system  of 
bookkeeping.  Write  a  brief  report,  advocat- 
ing double  entry,  setting  forth  the  superiority 
of  that  method  generally,  and  showing  by  spe- 
cific references  to  the  mode  of  bookkeeping  em- 
ployed by  them  the  advantages  that  will  accrue 
from  the  change. 
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2.  Your  suggestions  (see  question  1)  as  to  a 
change  of  method  having  been  approved  by 
Robinson  &  Co.,  you  have  been  instructed  to 
make  the  change  at  the  close  of  the  fiscal  year ; 
state  in  detail  how  you  would  proceed  from 
start  to  point  of  proof. 

3.  In  a  certain  business  the  cash  receipts  are 
employed  in  part  to  defray  current  expenses. 
Other  disbursements    are    by    check    against 
funds  deposited.      In  arranging  books  of  ac- 
count for  such  a  business  how  would  you  pro- 
vide a  clear,  direct  and  labor-saving  record  of 
all  cash  receipts  and  disbursements!    Show  the 
advantages  of  this  plan. 

4.  State  the  scope  and  value  of  the  Trial  Bal- 
ance.    In  case  of  failure  to  prove,  how  would 
you  proceed  to  locate  the  difference! 

5.  Define  and  give  an  example  of  (a)  capital 
assets,  (b)  current  assets. 

6.  What  is  the  best  way  of  recording  custo- 
mers' notes  so  that  the  true  condition  of  each 
account  may  be  shown!     What  is  the  most  ap- 
proved way  of  treating  the  note  receivable  ac- 
co\mt(a)  in  the  ledger,  (b )  in  a  statement  of  af- 
fairs! 

7.  In  double  entry  bookkeeping,  why  are  the 
debits  on  the  left  and  the  credits  on  the  right! 

8.  What  are  the  main  features  of  difference 
between  a  trial  balance  taken  out  at  the  end  of 
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a  fiscal  year  before  the  books  of  a  business  are 
closed,  and  one  taken  out  immediately  after  the 
books  are  closed? 

9.  A  merchant  has  several  Branches  through- 
out the  country,  and  keeps  the  books  and  ac- 
counts of  the  Branches  at  the  Main  Office,  in- 
stead of  keeping  them  at  each  Branch.  Give 
reasons  for  and  against  this  procedure. 
10.  What  class  of  expenditures  should  be 
treated  as  assets  at  the  close  of  a  fiscal  period? 


PAET  IV. 

CLOSING  THE  LEDGER. 

The  object  in  closing  a  Ledger  is  double; 
first,  to  ascertain  whether  a  profit  has  been 
earned  or  a  loss  incurred  for  the  period 
brought  to  a  close,  and  secondly,  to  have  a 
record  of  the  accounts  left  on  the  books  in  a 
form  convenient  for  subsequent  reference. 

The  first  thing  to  determine  is  the  gross 
profit.  The  procedure  is  as  follows:  Credit 
the  Merchandise  Account  with  the  amount  of 
the  inventory  as  evinced  by  the  stock  sheets  at 
the  end  of  the  given  period.  Carry  the  excess 
of  the  credit  side  of  the  Merchandise  Account 
to  the  credit  of  the  Profit  and  Loss  Account 
and  bring  down  the  inventory  of  goods  on  hand 
at  the  end  of  the  given  period,  as  a  new  debit 
balance  for  the  subsequent  period.  All  nom- 
inal accounts  in  the  Ledger  having  credit  bal- 
ances represent  sources  of  income.  They  must 
be  charged  to  their  respective  accounts  and 
credited  to  the  Profit  and  Loss  Account.  All 
the  nominal  accounts  showing  debit  balances 
represent  expenditures.  These  must  be  credited 
to  their  respective  accounts,  and  the  Profit  and 
Loss  Account  must  be  charged  correspondingly. 
Plants  and  machinery  must  be  inspected  and  a 
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proper  charge  made  to  the  Profit  and  Loss  Ac- 
count for  depreciation.  All  debts  due  to  the 
concern  must  be  examined  and  due  precaution 
taken  to  charge  off  all  bad  debts  to  the  Profit 
and  Loss  Account.  All  items  in  the  nature  of 
unexpired  insurance,  rents  paid  in  advance, 
items  of  wages,  taxes,  etc.,  which  are  due  but 
not  yet  payable,  must  be  brought  into  the  Pro- 
fit and  Loss  Account;  otherwise  the  profit  of 
the  period  will  not  be  correctly  estimated. 

The  Profit  and  Loss  Account  will  then  show 
either  a  profit  or  a  loss  for  the  period.  If  the 
total  of  the  credit  side  exceeds  that  of  the  debit 
side,  the  business  shows  a  net  profit  for  the 
period  under  review;  if  the  debit  side  exceeds 
the  credit  side,  the  difference  shows  the  loss 
incurred  by  the  business. 

If  the  business  is  a  partnership  or  has  one 
proprietor,  the  loss  or  gain,  as  shown,  is  either 
debited  or  credited  to  the  capital  account.  If, 
however,  the  concern  is  a  corporation,  the  profit 
or  loss  is  either  debited  or  credited  to  the 
then  existing  Surplus  Account,  or  is  the  be- 
ginning of  a  new  deficit  or  surplus. 

When  the  Ledger  is  closed  at  the  end  of  the 
given  period,  no  accounts  must  be  left  on  the 
Ledger  except  those  representing  assets,  liabili- 
ties, or  the  surplus.  At  the  end  of  the  period 
each  of  the  personal  and  real  accounts  should 


BALANCE   SHEET.  65 

be  balanced,  and  the  balances  brought  down  for 
the  period  then  beginning. 

Finally,  the  result  of  the  business  should  be 
stated  in  the  Profit  and  Loss  Account,  and  the 
result  there  stated  must  be  confirmed  by  the 
increase  or  decrease  of  capital  as  shown  by  the 
Balance  Sheet. 

BALANCE  SHEET. 

The  Balance  Sheet  is  an  exhibit  compiled 
from  the  books  kept  by  double  entry,  showing 
at  a  fixed  period  all  the  assets  of  a  concern  on 
one  side  and  all  the  liabilities  on  the  other.  It 
is  prepared  for  the  purpose  of  showing  the 
financial  status  of  the  concern,  and  should  be  so 
classified  and  arranged  that  it  will  be  a  clear 
and  correct  statement  of  the  condition  of  the 
concern's  affairs.  A  Balance  Sheet  cannot  be 
prepared  from  books  other  than  those  kept  on 
the  double  entry  system,  but  from  books  kept  by 
single  entry  a  statement  of  assets  and  liabilities 
can  be  prepared.  The  former  presupposes  that 
the  books  are  in  perfect  balance. 

The  Balance  Sheet,  whether  of  a  corporation 
or  a  partnership,  should  at  all  times  be  full  and 
fair.  By  this  is  meant  that  all  assets  should  be 
stated  at  their  full  value,  and  that  all  liabilities 
must  be  stated  in  full,  being  neither  overesti- 
mated nor  underestimated.  It  should  always 
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give  the  fullest  information  possible  and  should 
not  conceal  any  weakness  existing  in  the  con- 
cern's financial  condition. 

The  Balance  Sheet  is  prepared  from  the  Trial 
Balance  in  the  following  manner:  All  nominal 
accounts,  that  is,  accounts  representing  either 
expenditure  or  income,  are  closed  out  into  the 
Profit  and  Loss  Account,  leaving  nothing  but  a 
list  of  debit  and  credit  balances  representing 
real  and  personal  accounts.  All  items  due  to 
the  concern,  not  yet  received  but  applicable  to 
the  period  ending,  must  be  charged  to  their  re- 
spective accounts,  and  credited  to  the  Profit 
and  Loss  Account,  so  that  the  amounts  due  to 
the  concern  are  properly  brought  in  as  assets 
for  the  time  being.  Again,  all  items  due,  not 
yet  paid,  but  belonging  to  the  period  under  re- 
view, must  be  credited  to  their  respective  ac- 
counts and  charged  to  the  Profit  and  Loss  Ac- 
count; these  accounts  being  treated  in  the  Bal- 
ance Sheet  as  liabilities  for  the  time  being. 
Proper  reserves,  depreciation,  etc.,  must  be 
made  by  a  charge  to  Revenue  or  to  the  Profit 
and  Loss  Account.  The  stock  of  merchandise 
on  hand  must  be  brought  in  on  the  asset  side  of 
the  Balance  Sheet.  The  accounts  of  sundry 
debtors  and  sundry  creditors  are  not  usually 
mentioned  in  detail  in  the  Balance  Sheet,  but 
are  contained  in  separate  sheets  or  schedules, 
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only  the  full  amounts  appearing  on  the  Balance 
Sheet,  schedules  or  lists  being  appended  for 
reference.  If  the  assets  of  a  concern  exceed  the 
liabilities  as  shown  by  the  Balance  Sheet,  a  sur- 
plus or  profit  is  represented,  which  is  credited 
to  the  owner's  capital  account,  or,  in  the  case 
of  a  corporation  is  credited  to  the  existing  sur- 
plus account  or  is  the  beginning  of  a  surplus 
account.  If,  however,  the  liabilities  as  shown 
exceed  the  assets,  a  loss  has  been  incurred,  and 
a  deficiency  is  shown  which  is  to  be  charged  to 
the  owner's  capital  account,  the  existing  de- 
ficiency account,  or  the  surplus  account,  thus 
decreasing  a  corporation's  surplus,  or  begin- 
ning its  deficiency  account. 

The  difference  between  a  Balance  Sheet  and 
a  Profit  and  Loss  Account  may  be  briefly  stated. 
In  the  latter  is  shown  the  progress  of  a  business 
during  a  period,  while  the  former  shows  its 
condition  at  a  particular  moment.  Besides,  the 
former  represents  only  real  and  personal  ac- 
counts, the  latter  only  nominal  accounts. 

The  Balance  Sheet  should  be  so  arranged 
that  not  only  will  it  be  readily  understood,  but 
also  that  its  form  will  show  the  manner  in 
which  the  assets  would  be  realized  and  the 
liabilities  liquidated. 

The  following  is  the  proper  form  of  a  bal- 
ance sheet  correctly  stated: 
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It  is  a  good  rule  to  place  all  the  assets  in  the 
order  of  the  ease  with  which  they  can  be  real- 
ized. Cash,  being  the  most  available  and  ready 
for  instant  use,  should  be  stated  first.  The  cash 
in  the  bank  may  be  added  to  it  but  should  be 
stated  separately.  Investments  which  could  be 
quickly  realized,  such  as  United  States  bonds, 
or  real  estate  mortgages,  may  be  stated  next. 
Bills  receivable  should  come  next,  for  they  can 
be  more  easily  realized  than  book  debts.  Fol- 
lowing bills  receivable  may  be  placed  accounts 
receivable,  which  should  be  divided  into  good 
and  doubtful  accounts,  and  the  balance  repre- 
senting bad  accounts  should  be  charged  to  Pro- 
fit and  Loss.  Merchandise  on  hand  should  next 
be  stated.  Then  plant  and  machinery,  fixtures 
and  furniture,  and  other  assets,  due  precaution 
being  always  taken  to  charge  off  a  fair  value 
for  depreciation  so  that  these  wasting  assets 
may  be  stated  at  a  value  approximate  to  the  one 
which  they  could  be  expected  to  realize. 

The  liabilities  should  be  stated  in  the  order 
in  which  they  would  usually  be  liquidated.  Bills 
payable  should  be  stated  first,  since  they  are 
generally  the  first  to  be  paid.  Then  come 
sundry  creditors,  and  following  come  all  items 
that  may  have  accrued  but  are  not  yet  payable, 
and  last  come  the  capital  or  capital  stock  and 
the  surplus.  Mortgages  against  real  estate  and 
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buildings  would  be  stated  first  whenever  such 
exist.  By  this  arrangement  should  values  be 
realized  and  liquidated  at  the  amounts  shown, 
the  balance  on  hand  would  represent  the  amount 
to  the  credit  of  the  capital  accounts. 

It  will  be  noticed  that  in  the  Balance  Sheet, 
as  here  illustrated,  all  the  balances  appear  just 
as  they  are  in  the  Ledger,  and  that  the  terms 
Dr.  and  Or.  are  not  used.  This  is  because  the 
Balance  Sheet  is  not  an  account  but  a  statement 
of  Ledger  balances.  In  books  kept  entirely  by 
double  entry  and  in  which  the  balancing  of  the 
accounts  is  put  through  the  Journal,  an  account 
is  used  called  the  Balance  Account,  into  which 
all  balances  are  transferred,  and  in  which  the 
Ledger  accounts  appear  as  given  in  the  above 
statement  of  Ledger  balances.  For  the  opening 
entries  a  Balance  Account  would  again  be  used, 
but  the  items  would  naturally  appear  on  the 
sides  opposite  from  those  of  the  closing  Balance 
Account.  The  Balance  Sheet  rendered  in  the 
above  form  is  nothing  more  than  a  copy  of  the 
closing  Balance  Account,  and  all  assets  should 
decidedly  be  placed  on  the  left-hand  side  and  all 
liabilities  on  the  right-hand  side. 

The  form  above  given  illustrates  what  is 
known  as  the  Continental  or  American  form  of 
Balance  Sheet,  and  is  used  almost  throughout 
the  world.  The  English  form  of  Balance  Sheet 
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is,  however,  at  variance  with  ours,  due  perhaps 
to  incompetent  persons,  entirely  ignorant  of  ac- 
counting, whose  influence  led  to  the  Companies 
Act  of  1862,  which  in  turn  led  to  the  almost  uni- 
versal adoption  in  that  country  of  a  balance 
sheet  with  the  liabilities  on  the  left-hand,  and 
the  assets  on  the  right-hand  side. 

The  Profit  and  Loss  Account  is  taken  from 
the  Ledger,  and  there  is  no  logical  reason  for 
changing  the  sides  in  making  up  a  Balance 
Sheet.  The  English  form  is  supported  on  the 
theory  that  the  Balance  Sheet  is  the  account  of 
a  concern,  and  that  the  concern  should  be  cre- 
dited for  its  assets  and  debited  for  its  liabilities. 
The  main  objection  to  this  contention  is  that  the 
Balance  Sheet  is  not  an  account  at  all,  but 
merely  a  collection  of  Ledger  balances.  The 
English  form  shows  the  profit  or  surplus  on  the 
left  side  of  the  Balance  Sheet,  and  in  the  Profit 
and  Loss  Account  the  profit  would  also  appear 
on  the  left  side  of  the  Profit  and  Loss  Account. 
It  is  certainly  more  in  keeping  with  the  prin- 
ciples underlying  double  entry  bookkeeping, 
that  these  items  should  appear  in  the  Profit  and 
Loss  Account  on  the  sides  opposite  to  those 
which  they  occupy  in  our  form  of  Balance  Sheet. 

From  what  has  been  said,  it  is  evident  that  the 
American  form  is  the  better  of  the  two,  for  not 
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alone  is  it  theoretically  correct,  but  it  will  be 
found  the  more  convenient  form  in  practical 
use. 

QUESTIONS  ON  TEXT. 

1.  What  is  the  essential  difference  between 
the  English  and  American  form   of  balance 
sheets? 

2.  In  what  order  would  you  have  the  following 
appear  in  the  balance  sheet :  inventory,  real  es- 
tate, cash,  investments,  good-will,  bonus,  sundry 
debtors,  unexpired  insurance,  rent  paid  in  ad- 
vance, machinery,  bills  receivable? 

3.  What  order  for  the  following:  wages  due 
but  not  paid,  capital,  amounts  due  creditors, 
reserve  account,  dividends  not  paid,  bills  pay- 
able, contingency? 

4.  After  closing  a  Ledger,  what  accounts  will 
remain  open? 

5.  What  is  the  difference  between  the  Amer- 
ican and  English  balance  sheet? 

6.  Make  up  in  skeleton  form  a  Balance  Sheet 
as  you  understand  by  this  lesson. 

7.  When  closing  a  Ledger,  what  consideration 
is  made  of  accrued  items? 

8.  What  is  the  object  of  closing  a  Ledger? 

9.  What  is  the  object  of  a  balance  sheet? 

10.  Describe  the  method  for  closing  the  Ledger. 
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ORIGINAL.  QUESTIONS. 

1.  Yon  are  called  on  to  assnme  the  dnties  of 
general  clerk  and  bookkeeper  in  an  establish- 
ment  where   the    accounting  has   been   very 
meagre  and  primitive ;  state  the  steps  that  you 
would  take  to  reform  existing  conditions. 

2.  State  in  the  form  of  journal  entries  the  fol- 
lowing transactions:  (a)  a  note  of  a  customer 
returned  with  protest  charges  from  the  bank 
where  it  had  been  left  for  collection,  (b)  the  set- 
ting aside  for  wear  and  tear  of  a  portion  of  the 
value  of  machinery,  (c)  the  adjustment  of  in- 
terest accrued  but  not  yet  payablp  on  a  mort- 
gage, (d)  accommodation  paper  indorsed  by  the 
firm    when    coupon    bonds    are    received    as 
security. 

3.  Give  all  the  stages  in  closing  the  books  of  a 
mercantile  corporation  from  the  time  they  are 
fully  posted  to  the  completion  of  the  financial 
statement. 

4.  In  what  order  should  the  several  items  in  a 
balance  sheet  be  placed!    Give  reasons  for  your 
answer. 

5.  How  should  one  proceed  to  detect  an  error 
in  a  trial  balance? 

6.  In  closing  a  set  of  books  state  how  you 
would  treat  the  following  on  ledger  and  financial 
statement : 

Depreciation  on  machinery $1,500 
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Expenses  prepaid 500 

Discount  on  customers'  accounts,  3%.  1,080 
Salaries  and  wages  accrued 675 

7.  Distinguish  between  fixed  capital  and  float- 
ing or  circulating  capital.    Give  illustrations  of 
each. 

8.  A  dealer  figuring  his  profits  compares  his 
position  at  the  end  of  the  year,  with  what  it  was 
at  the  beginning  of  the  year,  and  finds  that  his 
balance  in  bank  is  now  larger  by  $5,000  than 
previous   year.     He   imagines   he   has    made 
$5,000.     "What   items   of  importance   has   he 
omitted  which  should  be  taken  into  account  in 
order  to  get  at  the  correct  profits  in  this  way! 
Answer  fully. 

9.  Explain  the  uses  and  relations  of  the  petty 
cash  book  to  the  principal  cash  book.     Eule  a 
section  of  a  page  of  an  analytic  petty  cash  book 
for  a  jobbing  house  and  make  five  illustrative 
entries. 

10.  Examination  of  the  books  of  a  plumbers' 
supply  house  shows  that  all  outgoing  bills  are 
press  copied  and  posted  individually  to  Cus- 
tomers' accounts,  the  monthly  aggregate  of 
sales  being  credited  to  Merchandise  account. 
Many  customers  have  charges  daily  or  oftener. 
What  change  in  method  can  you  suggest  that 
would  lead  to  a  more  intelligent  statement  of 
results,  save  labor  and  avoid  congestion? 


PART  V. 

PROFIT  AND  LOSS  ACCOUNT. 

The  Profit  and  Loss  Account  is  one  in  which 
all  nominal  accounts  are  collected.  The  balance 
of  all  those  nominal  accounts  in  the  Ledger, 
whose  credit  sides  exceed  the  debit  sides,  are 
credited  to  the  Profit  and  Loss  Account,  and  the 
various  accounts  are  charged.  The  balance  of 
all  those  nominal  accounts,  whose  debit  sides  ex- 
ceed the  credit  sides,  are  charged  to  the  Profit 
and  Loss  Account,  and  the  respective  nominal 
accounts  are  credited.  If  the  credit  side  of  the 
Profit  and  Loss  Account  is  greater  than  the 
debit,  a  profit  has  been  earned ;  but  should  the 
debit  side  exceed  the  credit  side,  the  account 
shows  that  a  loss  has  been  incurred.  It  is  well 
to  state  here,  that  the  debit  side  does  not  repre- 
sent losses,  neither  does  the  credit  side  consti- 
tute gains;  the  debit  side  shows  expenses  or 
items  of  losses ;  the  credit  side,  income  or  items 
of  gain. 

In  winding  up  a  concern's  affairs,  all  debts 
must  naturally  be  paid,  and  each  partner  must 
be  repaid  to  the  amount  of  his  capital  account. 
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If  after  this  has  all  been  done,  a  balance  still 
remains,  that  balance  is  a  profit. 

Economists  have  divided  the  return  from  cap- 
ital invested  in  a  business  as  follows : 

1.  Interest  on  capital  invested. 

2.  A  premium  of  insurance  to  cover  all  risks 
of  losing  the  capital. 

3.  Wages  of  management  or  superintendence 
for  the  owner  when  he  manages  the  business. 

A  merchant,  therefore,  when  going  into  busi- 
ness, expects  that  it  will  yield  him : 

1.  Interest  on  the  capital  he  has  invested  in 
the  business.    For  he  could  invest  his  money 
elsewhere,  or  deposit  it  in  a  savings  bank,  and 
draw  interest  from  such  investments. 

2.  He  expects  also  a  premium  of  insurance  to 
cover  the  risk  of  losing  his  capital,  the  premium 
varying  in  amount  according  to  the  nature  of 
the  business. 

3.  The  merchant  expects  a  further  sum  in 
return  for  the  time  which  he  devotes  to  the  busi- 
ness.   For,  if  he  were  not  in  business  for  him- 
self, he  could  receive  a  salary  as  manager  of 
some  other  business. 

It  is  advantageous  to  know  what  profit  there 
is,  but  it  is  even  better  to  know  how  that  profit 
has  been  earned,  since  by  means  of  the  latter  in- 
formation the  turnover  and  the  charges  of  one 
year  can  be  compared  with  those  of  other  years, 
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so  that  expenditure  may  be  reduced  and  the 
profit  increased. 

The  Profit  and  Loss  Account  of  a  trading  con- 
cern usually  comprehends  two  divisions  known 
as  the  Trading  Account  and  the  Profit  and  Loss 
Account.  The  former  shows  the  gross  profit  on 
the  Merchandise  or  Trading  Account,  while  the 
latter  shows  the  net  profit  or  the  net  loss  for  the 
period  and  includes  all  items  of  income  and  ex- 
penditure such  as  rent,  taxes,  insurance,  office 
expenses,  salaries,  advertising,  interest,  etc. 

Sometimes  a  third  division  is  made  in  the 
Profit  and  Loss  Account,  to  which  the  net  profit 
or  loss  is  carried,  and  in  which  it  is  shown  how 
the  profit  or  the  loss  has  been  distributed. 

Again,  in  manufacturing  concerns  the  Profit 
and  Loss  Account  may  be  arranged  in  three  di- 
visions; the  first  to  contain  the  Manufacturing 
Account,  showing  the  cost  of  manufacture,  the 
second  to  contain  the  Trading  Account,  showing 
the  gross  profit,  and  the  third  to  show  the  net 
gain  or  Joss.  The  author  in  his  professional 
practice,  in  order  to  show  more  detail,  further 
arranges  these  into  separate  sections,  as  shown 
in  outlines  following : 

The  Manufacturing  Account  should  be  treated 
as  follows :  it  should  be  debited  with  all  materi- 
als consumed,  and  all  wages  paid  for  the  manu- 
facturing of  goods.  In  addition,  rents  and  taxes 
of  property  containing  machinery  for  produc- 
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tion,  and  depreciation  of  machinery  should  also 
be  charged  to  this  account.  The  total  charged 
will  show  the  exact  cost  of  manufacturing  for 
the  period  under  review.  The  cost  is  then  car- 
ried to  the  debit  of  the  Trading  Account.  The 
Trading  Account  is  credited  with  all  sales  for 
the  period  brought  to  a  close,  and  with  the  in- 
ventory of  goods  on  hand.  The  excess  of  credit 
side  over  the  debit  side  represents  the  gross 
profit.  The  gross  profit  is  then  carried  to  the 
credit  of  the  Profit  and  Loss  Account,  to  which 
are  charged  all  items  of  expenditure  not  inci- 
dental to  the  production  of  goods,  and  to  which 
are  credited  all  sources  of  income.  It  is  further 
charged  with  all  expenditures  for  the  period  un- 
der review,  and  is  credited  with  all  items  of 
income  applicable  to  period  closing.  If  the 
credit  side  is  the  larger,  it  shows  that  a  net 
profit  has  been  earned;  if,  however,  the  debit 
side  is  the  larger,  a  net  loss  has  been  incurred. 

To  the  final  division  of  the  Profit  and  Loss 
Account  is  carried  the  net  loss  or  the  net  profit, 
and  within  this  division  is  shown  the  final  ap- 
portionment of  the  net  profit  or  loss.  It  may  be 
added  that  after  the  Profit  and  Loss  Account 
has  once  been  closed,  no  nominal  account  must 
be  left  on  the  Ledger,  all  such  accounts  having 
been  closed  out  into  the  Profit  and  Loss  Ac- 
count, as  already  explained. 
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In  professional  and  non-trading  concerns  the 
Profit  and  Loss  Account  does  not  usually  have 
to  be  treated  in  the  same  manner  as  in  trading 
concerns.  In  the  Profit  and  Loss  Account  of  the 
former  concerns  all  sources  of  income  are 
credited  and  all  items  of  expenditure  are 
debited ;  the  net  profit  or  net  loss  is  carried  to 
the  final  division  to  be  there  apportioned,  as 
explained  above  in  the  case  of  trading  or  manu- 
facturing concerns. 

In  trading  concerns,  where  no  manufacturing 
is  carried  on,  the  first  division  is  sometimes  ar- 
ranged to  show  "cost  against  proceeds. "  This 
means  all  items  of  outlay  for  materials,  wages, 
freight  charges  in,  and  other  expenses  neces- 
sary to  place  goods  purchased  in  a  condition  for 
sale.  These  items  are  all  charged  to  the  Trad- 
ing Account,  in  addition  to  the  goods  on  hand 
at  the  beginning  of  the  period;  the  account  is 
credited  with  all  sales,  and  the  balance  repre- 
sents the  gross  profit.  By  this  method  of  treat- 
ing the  Trading  Account,  a  proprietor  may 
readily  ascertain  the  cost  needed  to  put  goods 
in  a  saleable  condition,  besides  being  enabled  to 
calculate  whether  he  is  receiving  a  fair  gross 
profit. 

In  many  concerns  where  the  business  is  quite 
large  and  comprises  several  departments,  it  is 
desirable  to  know  the  gross  profit  of  each  de- 
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partment.  In  such  a  case  a  Trading  Account 
should  be  kept  for  each  department,  and  it  is 
usual  to  charge  to  it  all  items  incurred  in  that 
particular  department. 

Very  often  it  is  desired  to  know  the  cost  of 
goods  sold,  and  this  can  he  readily  shown  as  fol- 
lows: instead  of  crediting  the  inventory  of 
goods  on  hand  at  the  end  of  period  to  the  Trad- 
ing Account,  subtract  the  amount  of  the  in- 
ventory from  the  debit  side,  which  will  give  the 
cost  of  the  goods  sold.  This  is  in  accounting 
what  is  called  * '  turnover. ' '  The  following  illus- 
tration will  give  an  explanation  of  the  above : 

TRADING  ACCOUNT. 

1904.  1904. 

Jan.     1.    I n v.      on  Dec.  31.  Sales  for 

hand   $10,000.00  year    $20,000.00 

25.    Purchases..     4,000.00 


$14,000.00 
Dec.  31.    Inv.    on 

hand    8,000.00 

Cost    of 

goods  sold  $  6,000.00 

Gross  profit  14,000.00 


$20,000.00  $20,000.00 

It  would  be  better  that  the  Merchandise  Ac- 
count, as  ordinarily  kept,  should  be  changed  so 
as  to  represent  something,  for,  as  it  is  usually 
shown,  the  balance  of  the  account  really  repre- 
sents nothing.  Separate  accounts  should  be 
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kept  for  Merchandise  Purchases  and  Merchan- 
dise Sales.  The  former  should  at  the  end  of  the 
period  show  the  cost  of  purchases  to  the  end  of 
that  period,  all  merchandise  returned  and  al- 
lowances being  credited  to  this  account.  Its 
balance  would  then  represent  the  net  value  of 
purchases.  The  Sales  Account  should  be  cred- 
ited with  all  sales  for  the  year  and  charged  with 
all  merchandise  returned  and  allowances  made. 
Its  balance  would  then  show  the  net  value  of  the 
year's  sales.  The  balance  of  these  accounts 
should  then  be  transferred  to  the  Trading  Ac- 
count. Again,  these  accounts  may  be  arranged 
into  four  headings  as  follows:  Purchases, 
Sales,  Return  Purchases,  Return  Sales. 

It  is  a  fact,  too  often  found  true,  that  the 
Profit  and  Loss  Account  is  made  a  sort  of  dump- 
ing ground  for  items  which  ought  to  come  under 
special  classified  headings,  besides  leaving  an 
opening  for  fraudulent  entries.  Each  item 
which  goes  to  make  up  the  Profit  and  Loss  Ac- 
count should  be  charged  to  its  proper  general 
heading. 

Having  once  found  the  profit  or  the  loss  for 
the  period,  that  amount  must  be  either  credited 
to  the  surplus  or  to  the  individual  partners'  ac- 
counts or  charged  to  the  deficiency,  and  the 
heading  Profit  or  Loss  should  not  show  in  the 
Balance  Sheet. 
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The  previous  illustrations  will  show  the 
student  how  a  Manufacturing,  a  Trading,  and  a 
Profit  and  Loss  Account  should  be  prepared. 
Of  course,  this  is  fairly  fully  covered.  It  can, 
however,  be  made  or  arranged  to  show  still 
more  details  if  desired. 

STATEMENT   OF  AFFAIRS. 

A  Statement  of  Assets  and  Liabilities  which 
is  prepared  from  books  kept  on  the  principles  of 
double  entry  must  not  be  construed  as  a  State- 
ment of  Affairs.  The  former  is  derived  from 
books  kept  by  double  entry,  while  a  Statement 
of  Affairs  is  ascertained  partly  from  books,  but 
mainly  from  information  obtained  from  outside 
sources,  and  rarely  from  books  kept  by  double 
entry. 

A  Statement  of  Affairs  is  an  exhibit  of  the 
assets  and  the  liabilities  of  an  insolvent  debtor, 
so  arranged  as  to  show  on  one  side  all  the  assets 
of  the  concern  with  the  amounts  they  are  ex- 
pected to  realize  extended  into  another  column, 
and  on  the  other  side  all  the  concern's  gross  lia- 
bilities with  the  amount  expected  to  rank  car- 
ried into  a  separate  column.  Preferred  claims 
are  deducted  from  the  amount  of  the  assets 
expected  to  be  realized,  and  the  deficiency  of  the 
assets  under  the  liabilities,  represents  the  meas- 
ure of  insolvency  or  deficiency. 
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The  assets  of  the  business  or  the  bankrupt  are 
placed  on  the  right-hand  side  as  follows:  the 
assets  which  can  be  most  readily  realized  should 
be  placed  first  on  the  statement,  and  the  assets 
should  follow  in  the  order  in  which  they  can  be 
expected  to  be  realized.  It  is  much  more  diffi- 
cult to  value  the  assets  than  the  liabilities,  for, 
as  it  has  often  been  said,  your  liabilities  will  not 
decrease  but  your  assets  will.  It  is,  therefore, 
necessary  that  the  book  value  of  the  assets  be 
greatly  decreased  in  order  to  arrive  at  a  figure 
they  may  surely  be  expected  to  realize.  Some- 
times the  insolvent  debtor  himself  is  of  great 
assistance  in  determining  values,  but  more  often 
an  expert  appraiser  is  called  in  to  fix  accurately 
the  value  of  the  assets.  The  nominal  value  of 
assets  should  be  shown  in  one  column,  and  the 
value  expected  to  be  realized  in  another,  so  that 
any  difference  due  to  realization  is  shown.  Ac- 
counts of  debtors  are  arranged  into  good,  bad, 
and  doubtful,  the  good  being  carried  out  at  full 
value  to  the  second  column,  the  doubtful  carried 
out  to  the  second  column  at  the  amount  they  are 
expected  to  realize,  and  the  bad  are  shown  only 
in  the  first  column.  The  assets  must  be  so 
stated  as  to  show  clearly  which  are  free  to  be 
divided  among  unsecured  creditors,  and  which 
ones  have  been  given  as  security  to  creditors  or 
for  loans. 


STATEMENT   OF   APFAIBS. 

On  the  liability  side  of  the  statement  must  ap- 
pear not  only  all  liabilities  as  ascertained  from 
the  books  but  also  any  which  may  appear 
against  the  concern  at  any  time.  Claims  of 
creditors  fully  secured  by  assets  are  placed  only 
in  the  liability  column  and  are  not  carried  out 
to  the  second  column,  their  amount  being  de- 
ducted from  the  assets  given  as  security  before 
the  assets  are  carried  to  the  second  column. 
Claims  partly  secured  are  carried  to  the  liabil- 
ity column,  the  amount  which  the  security 
covers  being  deducted,  and  the  balance  unse- 
cured is  carried  to  the  total  or  second  liability 
column.  Other  liabilities  unsecured  must  be 
shown  in  full  and  carried  to  the  last  column. 
Contingent  liabilities,  such  as  any  liability  on 
bills  discounted  which  may  not  be  met  at  ma- 
turity, should  be  included. 

It  will  be  noted  in  the  previous  illustration 
that  the  liabilities  appear  on  the  left-hand  side 
and  the  assets  on  the  right-hand  side.  This  is 
because  the  insolvent  credits  himself  for  what  is 
owed  to  him  and  charges  himself  for  what  he  is 
indebted  to  others. 

With  every  Statement  of  Affairs  should  be 
presented  an  account  showing  the  fullest  par- 
ticulars of  the  different  decreases  in  value. 
Such  an  account  is  called  a  Deficiency  Account 
(explained  farther  on). 
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To  aid  in  better  understanding  the  meaning 
and  arrangement  of  a  Statement  of  Affairs, 
such  statement  is  given  on  previous  page,  and 
it  is  hoped  that  it  is  sufficiently  clear  to  enable 
the  student  to  prepare  one  at  any  time  he  may 
be  called  upon  to  do  so. 

The  Statement  of  Affairs  as  shown  herewith 
should,  whenever  possible,  be  accompanied  by  a 
Deficiency  Account  which  should  show  in  detail 
the  causes  of  the  failure  of  the  insolvent's  busi- 
ness. The  Deficiency  Account  should  be  cred- 
ited with  all  losses  and  shrinkage  on  assets  as 
realized  by  the  Statement  of  Affairs,  with  all 
losses  shown  by  the  debtor's  accounts,  and  all 
withdrawals  by  the  partners.  It  is  charged  with 
the  capital  at  the  commencement  of  business, 
and  any  addition  thereto,  and  with  the  profits 
shown  by  the  accounts.  The  balance  will  repre- 
sent the  deficiency  as  shown  by  the  Statement 
of  Affairs. 

REALIZATION   AND  LIQUIDATION   ACCOUNT. 

A  Eealization  and  Liquidation  Account  is  an 
account  showing  in  condensed  form  the  result 
of  the  liquidation  of  a  business  or  estate.  It  is 
debited  with  the  total  amount  of  the  assets  as 
shown  in  a  Statement  of  Affairs  or  a  Balance 
Sheet,  and  is  credited  with  the  total  amount  of 
the  liabilities  exclusive  of  the  capital.  It  is 
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charged  with  all  the  liabilities  as  liquidated  and 
is  credited  with  all  the  assets  as  realized.  Ex- 
penses usually  attached  to  realization  and 
liquidation  are  also  charged  to  this  account. 
The  excess  of  the  debit  side  over  the  credit  side 
represents  the  loss  on  liquidation  and  is  charged 
to  the  Capital  Account  and  credited  to  the 
Eealization  and  Liquidation  Account,  and  in 
rare  cases  where  the  amount  realized  exceeds 
the  liquidation,  the  amount  would  be  credited  to 
the  Capital  Account. 

The  trustee  or  receiver  appointed  to  take 
charge  of  winding  up  the  affairs  of  a  business, 
charges  himself  with  all  money  realized  by  the 
sale  of  the  assets,  credits  himself  with  payments 
made  to  liquidate  liabilities,  and  with  all  other 
expenses  necessary  to  wind  up  the  affairs,  in- 
cluding also  his  commission,  and  the  balance,  if 
any  remains,  would  be  credited  to  the  Capital 
Account : 

The  following  example  will  illustrate  the 
working  of  a  Eealization  and  Liquidation 
Account : 

BKOWN,   SMITH   &   JONES. 

Balance  Sheet  as  at  December  31, 1902. 

ASSETS.  LIABILITIES. 

Cash    $10,000.00       Bills    Payable    15,000.00 

Bills    Receivable 5,000.00       Accounts  Payable  ..  40,000.00 

Accounts    Receivable     60,000.00       Capital   Accounts: 

Mdse.    per   inventory     25,000.00  Brown     25,000.00 

Plant  &  Mach 20,000.00  Smith    25,000.00 

Jones     15,000.00 

$120,000.00  $120,000.00 
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On  January  1,  1903,  they  decide  to  wind  up 
the  business  which  they  had  been  conducting  for 
a  number  of  years.  The  assets  realize  in  gross, 
$90,000.  Expenses  attached  to  Eealization  and 
Liquidation  of  the  business  are  $5,000.  Profits 
or  losses  were  to  be  apportioned  as  3-7  to 
Brown  and  Smith  each,  and  1-7  to  Jones. 

REALIZATION   AND  LIQUIDATION   ACCOUNT. 


1903 

Jan.  1.  To  Assets  as 
per  Balance 
Sheet    ....$120,000.00 
Liabilities 

liquidated  .  55,000.00 
Expenses  at- 
tached t  o 
Realization 
and  Liquid- 
ation    5,000.00 


1903 

Jan.  1.  By  Liabili- 
ties as  per 
Balance 

Sheet    $55,000.00 

Assets    real- 
ized   in 

gross    90,000.00 

Brown,  loss  15,000.00 
Smith,  loss.  15,000.00 
Jones,  loss.  5,000.00 


$180,000.00 


CAPITAL  ACCOUNT. 

Brown. 


1903 

Feb.  1.  Loss       on 

Liquidation    $15,000.00 
Cash  Balance 

over      from 

Liquidation      10,000.00 


1903 

Jan.  1.  Capital 


$25,000.00 

Smith. 


1903 

Feb.  1.  LOBS       on 

Llqudatlon    $15,000.00 
Cash  Balance 

over      from 

Liquidation     10,000.00 

$25,000.00 


1903 

Jan.  1.  Capital 


$180,000.00 


..  $25,000.00 


$25,000.00 


..  $25,000.00 


$25,000.00 
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Jones. 

1903  1903 

Feb.  1.  Loss       on  Jan.  1.  Capital    .     .$15,000.00 

Liquidation     $5,000.00 
Cash  Balance 

over     from 

Liquidation     10,000.00 


$15,000.00  $15,000.00 

CASH  ACCOUNT  OF  RECEIVER  (OR  TRUSTEE). 


Cash    receired   from                        Cash  paid  to  liquid- 
total  assets $90,000.00          ate  liabilities    ...  $55,000.00 

Expenses  of  liquida- 
tion     5,000.00 

Cash  to  Brown  ....  10,000.00 

Smith    10,000.00 

Jones     ....  10,000.00 


$90,000.00  $90,000.00 

QUESTIONS  ON  TEXT. 

1.  Describe  fully  the  profit  and  loss  account. 

2.  (a)  Assuming  you  are  to  make  up  a  profit 
and  loss  account  for  a  firm,  what  inquiries  in 
respect  to  the  various  items  appearing  on  the 
debit  side  of  the  account  would  you  consider 
necessary,  for  the  purpose  of  verifying  their 
correctness?   (b)  On  the  credit  side. 

3.  What    does    the    term    net  profit  mean? 
What  is  meant  by  anticipation  of  profits  ? 

4.  What  is  a  Eealization  and  Liquidation 
Account? 

5.  Criticize  fully  from  your  own  experience 


ORIGINAL  QUESTIONS.  95 

or  study,  the  arrangement  of  items  in  Manufac- 
turing, Trading  Account,  or  Profit  and  Loss  Ac- 
count as  illustrated  in  this  lesson. 

6.  What  does  the  term  turnover  mean? 

7.  (a)  What  is  a  statement  of  affairs?    (b) 
What  is  the  difference  between  a  balance  sheet, 
a  statement  of  assets  and  liabilities,  and  a  state- 
ment of  affairs? 

8.  What  is  the  direct  object  of  the  statement 
of  affairs  and  deficiency  account? 

9.  Upon  what  general  principles  do  you  dis- 
tribute items  of  expenditure  in  a  trading  con- 
cern, as  between  the  trading  account  and  profit 
and  loss  account  proper? 

10.  What  is  a  deficiency  account? 

ORIGINAL  QUESTIONS. 

1.  In  a  certain  work  on  bookkeeping  this 
paragraph  appears:  "When  we  get  a  note  dis- 
counted in  the  bank  the  note  is  paid  so  far  as  we 
are  concerned,  so  we  must  credit  Bills  Beceiv- 
able  for  the  full  face  of  the  note  on  the  debit 
side  of  the  cash  book  and  debit  Interest  on  the 
opposite  side  of  the  cash  book  for  the  amount 
of  the  discount."  Having  in  mind  the  axioms 
that  "bookkeeping  is  a  faithful  record  of  busi- 
ness transactions"  and  that  "a  financial  state- 
ment should  reveal  the  true  condition  of  any 
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concern,"  do  you  accept  or  reject  the  foregoing 
statement?  Give  detailed  reasons  for  your 
answer. 

2.  In  designing  a  set  of  accounts  for  a  busi- 
ness, how  might  provision  be  made  for  a  con- 
stant showing  of  the  aggregate  sum  owing  by 
customers  and  the  aggregate  sum  owing  to  cred- 
itors, without  the  necessity   of  preparing  a 
schedule  of  the  accounts  of  such  customers  and 
creditors  ? 

3.  State  the  purposes  for  which  series  of  per- 
pendicular columns  are  employed  in  books  of 
original  entry  and  how  these  purposes  may  be 
accomplished  relative  to  the  following  condi- 
tions :  (a)  several  ledgers  comprehended  in  one 
system  of  accounts,   (b)   several  departments 
comprehended  in  one  business,  (c)  several  ac- 
counts comprehended  in  income  and  expendi- 
ture. 

4.  What  do  you  understand  by  comparative 
statistics  as  applied  to  accounting?    When,  to 
what  extent  and  in  what  particulars  would  you 
make  use  of  your  knowledge  of  this  branch  of 
commercial  science? 

5.  In  preparing  accounts  for  a  manufactur- 
ing company,  on  what  principle  should  expenses 
be  divided  as  between  the  manufacturing  ac- 
count and  profit  and  loss  ?    Give  examples. 

6.  How  should  entries  be  made  of  notes  re- 
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ceivable  in  the  account  of  a  customer  whose 
credit  is  limited  to  a  fixed  maximum,  so  that  his 
account  will  show  at  all  times  the  amount  for 
which  his  order  may  be  accepted! 

7.  Under  what  circumstances  and  for  what 
purposes  is  a  statement  of  affairs  required? 
What  facts  should  be  made  clear  in  such  a  state- 
ment!   What  conclusion  is  shown  in  the  final 
balance! 

8.  State  cases  where  the  condition  known  as 
"  diminishing  assets "  is  likely  to  arise.    How 
should  such  cases  be  treated! 

9.  Define  auditing,  accounting,  bookkeeping, 
and  show  the  relation  of  each  to  the  others. 

10.  State  generally  how  the  books  of  a  firm 
doing  a  manufacturing  business  would  differ 
from  those  kept  by  a  trading  concern  as  to  (a) 
books  of  record,  (fc)  ledger  accounts. 


PAET  VL 

CASH   DISCOUNT  ACCOUNT. 

Discount  is  an  allowance  made  in  considera- 
tion for  the  payment  of  a  debt  before  the  pay- 
ment becomes  due.  When  discount  is  granted 
by  a  concern  to  its  debtors,  the  discount  is  said 
to  be  allowed;  when  the  concern  is  granted  a 
discount  by  its  creditors,  the  discount  is  said  to 
be  received. 

The  Discount  Account,  as  ordinarily  kept,  is 
wholly  inaccurate,  for  discounts  received,  and 
allowed,  amounts  lost  by  discounting  notes  at 
the  bank,  the  interest  on  loans,  etc.,  should  be 
treated  quite  separately  from  one  another.  The 
term  "discount"  means,  as  already  stated, 
nothing  more  than  the  allowance  made  for 
prompt  payment  of  debts  before  such  payments 
are  due. 

When  goods  are  sold  subject  to  a  discount  for 
prompt  payment,  the  Merchandise  Sales  Ac- 
count is  credited  with  the  full  amount  of  the 
goods,  without  taking  into  consideration  the  dis- 
count allowed.  This  is  because  the  creditor  is 
not  sure  whether  the  debtor  will  avail  himself 
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of  the  discount  allowed,  and,  therefore,  he  is 
sent  an  invoice  for  the  full  amount.  The  debtor 
could  have  been  sent  an  invoice  for  an  amount 
found  by  showing  the  discount  already  deducted 
from  the  total  sum  of  the  sales.  Again  the  dis- 
count is  often  figured  in  with  sale  price  of  goods. 
In  the  former  case,  when  an  invoice  is  sent  for 
the  full  value  and  the  debtor  takes  advantage  of 
the  discount,  he  is  credited  with  the  full  amount 
and  the  discount  is  charged.  In  the  latter  case, 
his  account  already  stands  for  the  net  value  of 
the  goods  after  the  discount  has  been  deducted. 
In  the  former  case  the  merchandise  would  be 
credited  in  full,  while  in  the  latter  the  Sales  Ac- 
count would  be  credited  with  the  value  of  sales 
less  the  discount.  From  this  it  may  readily  be 
deduced  that  the  discount  on  sales  belongs 
properly  to  the  Trading  Account  and  not  to  the 
Profit  and  Loss  Account. 

The  Discount  Account  may  be  treated  in  the 
Cash  Book,  as  already  described,  or  when  such 
items  are  of  but  rare  occurrence  it  may  be  kept 
in  the  Journal.  When  a  discount  is  allowed  to 
a  debtor,  he  should  be  credited  with  that  dis- 
count and  the  Discount  Account  should  be 
charged.  When  discount  is  received,  the  Dis- 
count Account  should  be  credited  correspond- 
ingly. 

The  cash  discount  on  purchases  is  closed  out 
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into  the  Profit  and  Loss   Account   at   end   of 
period,    as    the    opportunity    for    taking    ad- 
vantage of   it   depends   mainly   on   the   funds 
available,  and  is,  therefore,  a  source  of  income. 

INTEREST  ACCOUNT. 

Interest  may  be  defined  as  the  money  paid  for 
the  use  of  money.  The  Interest  Account  is 
charged  with  all  interest  paid  on  mortgages,  the 
discount  on  negotiable  instruments,  etc.,  and  is 
credited  with  all  interest  received.  If  the  debit 
side  at  the  end  of  a  period  exceeds  the  credit 
side,  the  amount  in  excess  represents  the  item 
of  loss  incurred,  but  if  the  credit  side  exceeds 
the  debit  side,  the  amount  shown  in  excess  rep- 
resents the  source  of  income  earned.  This  ac- 
count is  finally  closed  out  into  the  Profit  and 
Loss  Account. 

Notwithstanding  the  fact  that  the  payment  of 
interest  is  a  hardship,  and  that  to  exact  interest 
from  a  borrower  is  to  take  advantage  of  his 
needs,  the  peoples  of  antiquity  sanctioned  in- 
terest in  connection  with  loans  and  established 
that  even  when  not  mentioned  it  might  be 
awarded  at  the  discretion  of  the  court.  Baby- 
lonian tablets  record  ordinary  loans  at  mod- 
erate interest,  and  maritime  loans  on  which 
higher  rates  of  interest  were  charged.  The 
Greek  and  the  Eoman  laws  recognized  interest. 
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They  did  not  limit  it  to  loans  of  money,  and  per- 
mitted its  stipulation  in  loans  of  wine,  wheat, 
or  oil. 

From  the  reign  of  King  Alfred  to  the  time  of 
Henry  VIII,  the  taking  of  interest  was  pro- 
hibited in  England.  In  1545,  during  the  latter 's 
reign,  interest  was  finally  permitted  up  to  an 
amount  of  10  per  cent.  In  the  United  States  the 
demand  of  interest  on  money  has  been  con- 
sidered just. 

A  distinction  is  usually  made  between  the  rate 
allowed  by  law,  called  the  legal  rate,  where 
there  is  no  argument  upon  this  point  between 
the  parties  contracting,  or  when  allowed  by  op- 
eration of  law,  as  in  a  judgment,  and  the  maxi- 
mum rate  which  may  be  stipulated  by  contract, 
sometimes  known  as  the  conventional  rate. 

The  usual  method  of  calculating  interest  is  to 
compute  it  on  the  principal  sum  for  the  period 
which  has  elapsed  at  the  time  of  the  computa- 
tion. By  agreement  compound  interest  may  be 
allowed;  that  is,  the  arrears  of  interest  for  each 
year  are  added  to  the  principal  sum,  and  in- 
terest for  the  following  year  is  computed  on  the 
total,  and  so  on,  thus  giving  the  investor  in- 
terest upon  interest. 

FREIGHT  AND  EXPRESS  ACCOUNT. 

A  Freight  and  Express  Account  is  designed 
to  show  the  amount  paid  for  freight  on  goods 
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bought,  called  "freight  in,"  and  on  goods 
shipped,  called  "freight  outward."  The  ac- 
count is  charged  with  all  express  and  freight 
charges,  and  is  credited  for  any  returns,  re- 
bates, or  for  any  freight  paid  for  the  customer 
in  advance,  which  he  has  to  pay  for.  The  ac- 
count of  "freight  in"  is  closed  at  the  end  of  the 
period  into  the  Manufacturing  Account,  and  the 
"freight  out"  is  closed  out  into  the  Trading 
Account. 

TAXES. 

Taxes  are  money  paid  usually  on  real  or  per- 
sonal property  for  the  support  of  the  govern- 
ment. From  the  earliest  days  of  history  to  the 
present  time,  assessments  have  been  made  upon 
the  people  to  support  the  government,  which  in 
turn  gives  school  houses,  builds  roads,  makes 
improvements,  etc.  The  account  is  opened  to 
show  amounts  of  money  so  expended.  Any  tax 
not  yet  charged  but  belonging  to  the  period  end- 
ing must  be  brought  in  by  a  charge  to  the  Tax 
Account,  and  must  be  credited  in  the  Balance 
Sheet  to  taxes  payable.  Vice  versa,  should 
taxes  have  been  paid  in  advance  for  the  next 
period,  the  tax  not  belonging  to  the  period 
under  review  should  be  credited  to  the  Tax  Ac- 
count, and  should  be  treated  as  taxes  prepaid 
under  the  Assets  in  Balance  Sheet.  The  Ac- 
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count  itself  is  finally  closed  out  into  the  Profit 
and  Loss  Account. 

FUEL  ACCOUNT. 

The  Fuel  Account  is  kept  to  show  the  amount 
expended  to  produce  power  for  the  plants  and 
machinery  needful  in  the  production  of  goods. 
The  account  is  charged  for  all  money  so  ex- 
pended, and  is  finally  closed  out  into  Manufac- 
turing Account,  since  it  is  part  of  the  cost  of  the 
manufacture  of  goods. 

SALARY  ACCOUNT. 

The  Salary  Account  is  an  exhibit  for  the 
period  under  review  of  all  amounts  expended  to 
remunerate  employees  whose  labor  does  not 
enter  directly  into  the  production  of  goods.  At 
the  end  of  period,  the  amount  charged  is  closed 
out  into  the  Profit  and  Loss  Account. 

INSURANCE   ACCOUNT. 

The  Insurance  Account  is  designed  to  show 
the  amount  paid  to  a  company  or  companies, 
representing  a  premium,  or  premiums,  whereby 
such  company  or  companies  hold  themselves  re- 
sponsible for  any  pecuniary  loss  to  the  insured, 
resulting  from  fire,  lightning,  theft,  etc.,  as 
depends  on  the  nature  of  the  insurance.  The 
accumulations  of  an  individual  to  meet  uncer- 
tain losses  constitute  his  insurance  fund,  and  so 
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far  as  he  makes  such  accumulations  he  may  be 
said  to  insure  himself.  Insurance  may  be  then 
properly  called,  the  accumulation  of  funds  to 
meet  unf  orseen  losses. 

This  account  should  be  debited  for  all  sums 
paid  as  premiums  for  protection  against  fire, 
theft,  marine  disaster,  and  so  on.  When  the 
books  are  closed  at  the  end  of  a  period,  any 
amount  paid  as  premium  for  insurance  which  is 
still  unexpired  should  be  credited  to  the  Insur- 
ance Account,  and  should  be  included  among  the 
assets  in  the  Balance  Sheet  as  Unexpired  In- 
surance. 

LABOR   ACCOUNT   OR   WAGES. 

This  account  shows  that  amount  of  money  ex- 
pended in  manufacturing  as  remuneration  to 
laborers  for  converting  raw  material  into  sale- 
able commodities.  The  account  is  charged  with 
the  entire  amount  of  wages  paid  for  labor  as  a 
productive  power.  It  is  also  charged  with  all 
wages  applicable  to  the  period  ending,  even 
though  the  wages  have  not  been  actually  paid. 
The  amount  not  paid  is  treated  as  a  liability  in 
the  Balance  Sheet,  under  Accrued  Wages,  and 
ranked  as  a  preference  up  to  $300  for  each  em- 
ployee. The  Labor  or  Wages  Account  is  closed 
out  into  the  Manufacturing  Account. 
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BENT  ACCOUNT. 

This  account  is  kept  to  show  the  amount  of 
money  expended  for  rent  of  buildings,  such  as 
offices,  storerooms,  etc.  Kent  expended  for  fac- 
tories or  the  ground  where  the  plant  and  ma- 
chinery are  placed  should  be  kept  under  a  sep- 
arate account,  and  finally  carried  to  the  Manu- 
facturing Account.  The  Eent  Account  should 
be  charged  with  all  expenditures  previously  de- 
scribed, and  rent  due  for  the  period  ending,  but 
not  yet  paid,  would  have  to  be  charged  and 
treated  as  a  liability  under  Accrued  Kent. 
Should  the  rent  have  been  paid  in  advance  for 
part  of  the  ensuing  period,  such  rent  should  be 
credited  to  the  Rent  Account  and  treated  as  an 
asset.  The  account  is  finally  closed  out  into  the 
Profit  and  Loss  Account. 

Again,  where  real  estate  is  rented,  it  would  be 
advisable  to  keep  a  Real  Estate  Income  and  Ex- 
penditure Account.  This  account  should  be 
charged  with  all  repairs  not  enhancing  the  value 
of  the  real  estate  rented,  other  expenses,  etc., 
and  should  be  credited  with  all  rents  or  other 
income  arising  from  the  property.  The  balance 
as  then  shown  would  represent  the  net  income 
or  net  loss  on  the  property,  which  would  also  be 
finally  carried  to  the  Profit  and  Loss  Account. 
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TRAVELING   EXPENSES. 

The  Traveling  Expense  Account  is  kept  to 
show  the  expenses  resulting  where  solicitors  or 
salesmen  are  employed  to  procure  business  in 
different  parts  of  the  country,  such  as  hotel  ex- 
penses, carfare,  railroad  fare,  expressage,  and 
so  on.  The  balance  charged  at  end  of  the  period 
,is  closed  out  into  the  Trading  Account,  in  a  sep- 
arate section  called  Section  II. 

In  some  concerns  individual  traveling  ac- 
counts are  opened,  wherein  advances  made  from 
time  to  time  to  salesmen  are  shown.  Usually  on 
the  salesman's  return  his  personal  traveling  ac- 
count is  credited  for  all  expenses  and  cash 
returned,  which  balances  the  personal  traveling 
account,  and  a  charge  is  made  to  the  General 
Traveling  Account  for  his  expenses.  At  the  end 
of  the  period  this  account  is  finally  closed  out 
into  the  Trading  Account,  Section  II. 

OPERATING  EXPENSES. 

The  Operating  Expense  Account  contains  the 
expenditures  attached  to  railway,  telegraph, 
steamship,  telephone,  and  express  companies, 
and  so  on,  and  shows  the  amount  expended  in 
actively  operating  such  business  and  in  earning 
a  revenue.  The  balance  of  this  account  is  finally 
cleared  into  the  Profit  and  Loss  Account. 
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MERCHANDISE   PURCHASE   ACCOUNT. 

This  account  should  be  opened  to  show  the 
entire  charges  for  all  merchandise  purchased, 
and  should  be  credited  for  all  merchandise  pur- 
chase returns.  The  balance  would  then  repre- 
sent the  net  amount  of  the  purchases  for  the 
period,  which  amount  should  be  carried  to  the 
Trading  Account.  As  explained  in  a  previous 
part,  the  Merchandise  Account  should  not  be 
treated  as  usually  kept,  for  the  account  so  kept 
represents  absolutely  nothing. 

MERCHANDISE   SALES   ACCOUNT. 

The  Merchandise  Sales  Account  is  kept  to 
show  the  total  amount  of  sales  for  a  period, 
both  cash  and  credit.  Cash  sales  would  be  cred- 
ited through  the  Sales  Account  in  the  Cash 
Book,  and  the  sales  on  credit  through  the  Sales 
Book.  Merchandise  returned  should  be  charged 
to  this  account.  The  balance  of  the  account 
would  show  the  total  sales  for  the  fiscal  period, 
which  should  likewise  be  closed  out  into  the 
Trading  Account.  The  Sales  Account  should 
not  be  kept  under  the  ordinary  Merchandise  Ac- 
count for  reasons  previously  explained. 

STOCK-TAKING. 

Stock-taking  is  an  examination  of  goods  on 
hand  for  the  purpose  of  finding  their  value  and 
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incorporating  the  same  into  a  concern's  ac- 
counts. In  taking  an  inventory  of  goods  in  a 
concern  continuing  business,  where  the  value  of 
goods  is  incorporated  into  the  accounts,  the 
goods  should  always  be  valued  at  their  cost 
price.  The  value  should  be  ascertained  by 
reference  to  the  invoices  of  materials  and  goods 
purchased.  In  the  case  of  a  bankrupt,  where 
the  goods  will  surely  realize  a  much  lower  figure 
than  the  cost  price,  because  of  a  forced  sale,  the 
goods  should  be  inventoried  at  a  value  less  than 
their  cost.  All  goods  partially  or  completely 
manufactured  should  be  valued  at  the  prime 
cost  of  the  raw  material,  plus  freight  in,  duty, 
cost  of  direct  labor,  and  all  other  direct  charges. 
Eaw  materials  should  be  valued  at  their  cost 
price.  Should  the  cost  price  be  less  than  the 
market  price,  the  cost  price  should  be  used,  but 
where  the  market  value  is  less  than  the  cost 
price,  the  market  price  should  decidedly  pre- 
vail. 

Very  often  the  merchant  handles  goods  sent 
to  him  on  consignment  to  be  sold  as  opportuni- 
ties present  themselves.  The  inventory  of  such 
goods  must  be  left  to  the  consignor,  since  he  is 
virtually  the  owner  of  the  goods. 

The  amount  of  the  inventory  as  ascertained  is 
credited  at  end  of  the  period  to  the  Trading  Ac- 
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count,  from  which  the  gross  profit  is  finally  as- 
certained. 


COST  VALUE   OF  GOODS  DESTROYED  BY  FIRE. 

It  is  often  found  necessary  to  ascertain  the 
value  of  goods  destroyed  by  fire  in  a  concern, 
particularly  where  the  entire  merchandise  is 
destroyed.  Eeference  must  be  made  to  the 
Trading  Account  in  the  General  Ledger.  The 
inventory  is  approximately  valued  as  follows: 
assume,  as  the  following  problem  illustrates, 
that  the  inventory  on  hand  at  the  beginning  of 
the  period  amounted  to  $10,000,  and  that  addi- 
tional purchases  of  merchandise  totaled  $5,000; 
assume  also  that  the  total  amount  of  sales  as 
shown  by  the  Trading  Account  is  $12,000.  We 
will  further  assume  that  for  the  past  three 
years  there  has  been  an  average  gross  profit  of 
20  per  cent.  Then  if  the  average  percentage  of 
gross  profit  for  the  past  three  years  was  20  per 
cent.,  the  cost  of  the  goods  sold  must  be  100  per 
cent,  plus  20  per  cent.,  which,  divided  into  the 
total  amount  of  sales,  $12,000,  will  give  $10,000 
as  that  cost. 

The  account  or  claim  against  the  insurance 
company  for  the  merchandise  destroyed  would 
be  as  follows : 
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Inventory  of  goods  Jan.  1,  1905   $10,000.00 

Purchase  to  date   5,000.00 

$15,000.00 

Amount  of  sales  to  date   $12,000.00 

$12,000.00  -=-(100%  +  20%)  = 
cost  of  goods  sold   10,000.00 


Merchandise  destroyed      $5,000.00 

The  difference  between  the  entire  inventory 
at  the  beginning  plus  the  purchases  and  the  cost 
of  goods  sold,  will  give  the  value  of  the  de- 
stroyed goods,  which  would  be  the  amount  of 
the  claim  against  the  insurance  company. 

TRADING  ACCOUNT. 

1905.  1905. 

Jan.     1.  Inventory..  $10,000.00      Mch.  5.  Sales  to  date  $12,000.00 

Feb.  26.  Purchases.  5,000.00                      Estimated 

Gross  profit,  stock      1  n  - 

20%    on  ventory     . .       5,000.00 

the    cost..  2,000.00 


$17,000.00  $17,000.00 

PARTNERSHIP. 

An  association  of  two  or  more  persons  who 
agree  to  combine  their  labor,  property,  and 
skill,  or  only  part  of  them,  and  carry  on  a  law- 
ful business  with  a  view  of  earning  a  profit,  is 
said  to  be  a  partnership.  To  constitute  a  part- 
nership the  association  must  not  be  incorpor- 
ated, and  must  be  a  voluntary  agreement,  for 
the  law  will  not  institute  the  relation  of  part- 
ners between  persons  against  their  will. 


PARTNERSHIP.  Ill 

A  partnership  may  be  formed  by  or  without  a 
deed,  but  it  is  better  to  have  a  contract  properly 
drawn  up  which  shall  set  forth  the  manner  of 
conducting  the  business,  the  contributions  of 
capital,  the  duration  of  the  partnership,  the  in- 
terest allowed  on  capital  and  charged  on  with- 
drawals, the  division  of  profit  and  loss,  the 
manner  of  dissolution,  etc. 

Where  interest  is  to  be  allowed  on  the  capital 
invested  and  is  to  be  charged  on  the  drawings 
by  the  partners,  such  interest  must  be  first  cred- 
ited on  the  capital  and  charged  on  drawings 
before  arriving  at  the  divisible  profits.  The 
rate  of  interest  usually  depends  on  the  stipula- 
tion in  the  agreement. 

It  is  very  often  stipulated  in  the  partnership 
agreement  that  interest  is  to  be  allowed  on  the 
excess  and  charged  on  the  deficiency  of  the  cap- 
ital of  each  partner,  under  or  beyond  a  certain 
fixed  sum.  Thus,  suppose  Black  and  White  are 
in  partnership  and  that  it  is  stipulated  in  the 
agreement  that  interest  of  5  per  cent,  is  to  be 
allowed  on  the  excess  and  charged  on  the  defi- 
ciency over  or  under  f  10,000  in  the  case  of  Black 
and  $8,000  in  the  case  of  White,  and  the  profits 
thereafter  are  to  be  divided  in  the  ratio  of  3-5 
to  Black  and  the  remainder  to  White.  The 
method  is  to  credit  interest  on  excess  to  the  cap- 
ital account  and  charge  interest  for  drawings. 
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The  following  illustration  of  the  partner's  ac- 
counts and  the  Profit  and  Loss  Account  will 
explain  the  above  description: 

Black9 s  Capital  Account. 


1904. 

June  30.  To   Cash..     $2,000.00 

Dec.    31.  To  Int.  on 

Draw     50.00 

31.  To  Balance    18,562.50 


1904. 

Jan.     1.  By  Balance  $15,000.00 
Dec.  31.  Int.   on  ex- 
cess  ....          250.00 
Dec.  31.  Profit    5,362.50 


$20,612.50 


$20,612.50 


White's  Capital  Account. 


1904.  1904. 

June  30.  To  Cash    . . .  1,500.00 

Dec.  31.  Int.  on  Draw  37.50 

Dec.  31.  Int.   on   Def.  100.00 

Dec.  31.  To  Balance.  7,937.50 


Jan.     1.  By  Balance.  $6,000.00 
Dec.  31.  Profit    3,575.00 


$9,575.00 


$9,575.00 


Profit  and  Loss  Account. 


Int.  Black's  cap. 

excess     $250 

Less  interest  on 

draw    50 


$200.00 


Dec.  31. 

Profit,  year   $9,000.00 

Dec.  31. 

Int.  on  draw., 

White    ...  $37.50 
Dec.  31. 
Int.    on    Def., 


White 


100.00 


Partner's  accounts  share. 
Black,    H,   $5,362.50 
White,  ?i,     3,575.00 


137.50 


-  8,937.50 
$9,137.50 


$9,137.50 


At  times,  when  a  partner  enters  into  a  busi- 
ness already  established,  the  new  partner  pays 
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a  certain  sum  which  is  treated  as  "Good-will." 
This  may  be  treated  in  different  manners.  The 
owners  may  be  paid  this  sum  directly  or  the 
sum  may  be  paid  directly  into  the  business  and 
credited  to  the  previous  partners'  capital  ac- 
counts, and  thus  the  partners  get  the  full  benefit 
of  payments  for  good-will. 

The  division  of  the  profits  of  partnerships  is 
governed  by  the  agreement  entered  into  be- 
tween the  partners.  When  the  profits  are  to  be 
divided  in  proportion  to  each  partner's  invested 
capital,  the  rule  is  to  divide  the  profit  to  be  ap- 
portioned by  the  total  capital  invested,  which 
will  give  the  percentage  on  each  dollar  of  cap- 
ital invested,  and  to  multiply  this  sum  by  the 
capital  of  each  partner.  The  result  will  be  the 
share  of  each  in  the  profits.  Thus,  A  invests 
$7,000  and  B  $5,000,  and  the  profits  have  been 
$900.  According  to  the  above  rule  the  total  cap- 
ital is  $12,000,  which  is  to  be  divided  into  the 
profit  $900,  giving  Jg^.  or  3-40.  This  equals 
the  percentage  on  each  dollar  invested  to  which 
each  partner  is  entitled.  This  in  the  case  of  A 
would  be  3-40  of  $7,000  or  $525  and  in  the  case 
of  B,  3-40  of  $5,000  or  $375. 

Again,  when  the  profits  are  to  be  divided  in 
proportion  to  each  partner's  capital  and  the 
time  it  has  been  in  the  business,  multiply  each 
sum  on  the  credit  side  of  each  Capital  Account 
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by  the  time  it  has  been  in  the  business  till  the 
end  of  the  fiscal  period,  and  multiply  each  sum 
on  the  debit  side  of  each  Capital  Account  by  the 
time  from  its  withdrawal  to  the  end  of  the 
period;  from  the  product  of  the  credit  side  de- 
duct the  product  of  the  debit  side.  This  will 
give  the  net  product  for  each  partner,  and  the 
profit  to  be  apportioned  should  be  divided  ac- 
cording to  these  products. 

The  following  illustration    will    depict    the 
working  of  the  above  explanation: 

A 's  Capital  Account. 

1904.  1904. 

Sept.  1.  Cash    $400.00       Jan.  1.  Cash  $1,000.00 

Oct.    1.  Cash    200.00       Apr.  1.  Cash  500.00 

July  1.  Cash  300.00 

B's  Capital  Account. 

1904.  1904. 

Feb.  1.  Cash  $500.00  Jan.  1.  Cash  $2,000.00 

Maj  1.  Cash  1,000.00 

Nov.  1.  Cash  500.00 

Assuming  the  month  to  be  taken  as  a  basis, 
and  the  profit  to  be  divided,  $4,360: 

A.    Credit  side. 

$1,000  X  12  =  $12,000 


500  X    9  = 

4,500 

300  X    6  = 

1,800 

$18,300 

Deduct  debit  side. 

$400  X    4  = 

$1,600 

200  X    3  = 

600 

2,200 

—$16,100 
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B.    Credit  side. 

$2,000  X  12  =  $24,000 

1,000  X    8  =       8,000 

500  X    2  =      1,000 

$33,000 

Deduct  debit  side. 

500  X  11  =  5,500 

27,500 

$43,600.00 

A'a  share  would  be  $16,100/$43,800  X  $4,360  =  $1,610. 
It's  share  would  be     27,500/  43,600  X     4,360  -     2,750. 

To  find  the  average  capital  of  each  partner, 
divide  their  net  product  by  12.  The  above  prob- 
lem could  be  worked  out  by  days  in  the  same 
manner,  which  would  be  in  fact  a  basis  more 
correct  than  months  for  figuring. 

To  apportion  the  net  profits  in  fixed  ratios, 
such  as  2,  3,  and  4,  add  these  together,  which 
gives  9.  Divide  the  profit  by  the  addition  of  the 
ratios  and  multiply  by  2,  3,  or  4,  which  gives  the 
profit  to  which  each  partner  is  entitled. 

Before  leaving  the  subject  of  partners'  ac- 
counts, it  may  be  fittingly  stated  here,  that  part- 
ners '  drawings  should  be  kept  under  drawing 
accounts  separate  for  each  partner.  By  this 
means  unnecessary  details  are  kept  out  of  the 
Capital  Account,  and  the  relation  between  the 
share  of  profits  and  the  share  of  drawings  is 
more  clearly  shown.  This  account  should  be 
credited  with  any  interest  upon  Capital  and 
share  of  profits,  and  should  be  finally  closed  out 
into  the  Capital  Accounts. 
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QUESTIONS  ON  TEXT. 

1.  What  should  a  rent  account  show? 

2.  (a)  Describe  the  manner  of  keeping  trav- 
eling accounts,     (b)  Keeping  a  tax  account. 

3.  Describe  a  freight  and  express  account. 

4.  Describe  fully  a  partnership. 

5.  What  do  you  mean  by  stock-taking? 

6.  Describe  an  interest  account. 

7.  Describe  a  discount  account. 

8.  For  what  purpose  is  a  fuel  account  de- 
signed? 

9.  (a)  What  does  a  purchase  account  show! 
(b)  A  labor  account? 

10.  (a)  At  what  price  would  you  take  stock 
if  the  market  price  was  higher  than  the  cost 
price?  (b)  If  lower? 

ORIGINAL,  QUESTIONS. 

1.  An  inventory  of  a  going  concern,  taken 
under  your  supervision  and  direction  and  re- 
quiring two  weeks  to  complete,  is  commenced 
one  week  prior  to  the  close  of  the  fiscal  period 
under  review.    How  would  you  instruct,  as  to 
(a)  the  general  care  and  custody  of  stock  under 
inventory,  (b)  the  recording  of  incoming  and 
outgoing  goods  during  stock-taking? 

2.  How    should   inventories   be   treated   in 
closing  the  ledger  at  the  end  of  a  fiscal  period! 
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Is  the  common  practice  of  adding  the  inventory 
of  goods  on  hand  to  the  credit  side  of  the  mer- 
chandise account  theoretically  correct!  Ex- 
plain. 

3.  Describe  the  merchandise  account  and  its 
use.    State  how  it  should  be  used  in  (a)  a  job- 
bing or  wholesale  grocery  business,  (b)  a  de- 
partment store  such  as  that  of  Wanamaker  or 
of  Siegel  Cooper  Co.,  (c)  a  manufacturing  firm 
making  agricultural  implements. 

4.  State  what  is  indicated  by  each  of  the  fol- 
lowing ledger  accounts:  (a)  when  the  account 
shows  a  debit  balance,  (Z>)  when  the  account 
shows  a  credit  balance :  loss  and  gain,  merchan- 
dise, customer's  ledger,  purchase  ledger,  Chi- 
cago branch  or  agency,  insurance,  rent,  interest, 
commission.    Explain  fully. 

5.  What  should  be  the  procedure  in  stating 
the  value  of  stock  on  hand  at  the  time  of  a  fire, 
the  financial  books  being  intact  and  showing  the 
amount  of  an  inventory  taken  four  months 
previous  to  the  firet 

6.  Purchases,  sales,  returns  and  allowances 
are  frequently  posted  in  common  to  an  account 
called  Merchandise.    Describe  fully  the  limita- 
tions of  an  account  so  kept,  and  suggest,  with 
reasons  in  support  thereof,  an  improved  method 
of  keeping  records  of  such  transactions. 

7.  Describe  several  methods  of  recording  dis- 
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counts  on  accounts  as  paid,  avoiding  misstate- 
ments  of  receipts  and  disbursements.  State  the 
advantages  or  disadvantages  of  the  methods 
proposed. 

8.  What  method  should  be  pursued  in  adjust- 
ing interest  on  capital,  among  partners  whose 
investments  differ  in  amount?    Give  reasons  for 
such  book  entries  as  you  would  recommend  in 
the  premises. 

9.  State  explicitly  and  fully  the  function  of 
the  profit  and  loss  account.     Distinguish  be- 
tween the  function  of  the  profit  and  loss  account 
and  that  of  the  balance  sheet. 

10.  Draw  up  in  proper  form  a  reconciliation 
between  check-book  and  bank  pass-book  of  the 
following : 

Balance  as  per  check  book.    $900.00  as  at  date,  Aug.  31,  '07. 
Checks  unpaid  at  time  of  balancing: 
35.40 
62.75 
38.91 
116.45 
9.32 

262.83 

Checks  drawn  In  Sept.  and  paid  at  time  of  balancing : 
115.75 
62.50 
3.74 


181.99 

Deposits  made  In  Sept.  and  credited  In  pass  book  at  time  of 
balancing : 

741.25 
916.00 


1,657.25 
What  is  Bank  balance? 
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CORPORATIONS. 

A  corporation  is  an  artificial  body  created  by 
law,  deriving  all  its  powers  from  the  law  which 
granted  the  charter  by  which  the  corporation  is 
privileged  to  carry  on  business,  as  set  forth  in 
its  articles  of  incorporation. 

The  manner  of  incorporating  varies  in  differ- 
ent states,  but  in  general  it  may  be  said  that  be- 
fore the  legislature  will  grant  a  charter  to  a 
corporation,  the  corporation  must  file  a  certifi- 
cate of  incorporation  executed  by  natural  per- 
sons who  must  be  of  full  age  and  at  least  two- 
thirds  of  whom  must  be  citizens  of  the  United 
States,  and  one  a  resident  of  the  state  in  which 
the  charter  is  to  be  obtained.  This  certificate 
must  contain  the  name  of  the  proposed  corpora- 
tion, the  purposes  for  which  it  is  to  be  formed, 
the  amount  of  its  capital  stock  and  the  amount 
of  its  preferred  stock  if  there  is  to  be  any,  the 
number  of  the  shares,  the  amount  of  capital 
(not  less  than  $500)  with  which  it  is  to  begin 
business,  its  place  of  business,  the  length  of 
time  it  is  to  continue,  the  number  of  its  directors 
(not  less  than  three),  and  all  other  provisions 
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concerning  the  regulation  and  conduct  of  the 
corporation's  affairs. 

Every  corporation  as  such  has  the  power, 
whether  it  be  specified  or  not  in  the  charter 
under  which  it  is  incorporated : 

1.  To  continue  for  the  period  specified  in  its 
certificate  of  incorporation  or  by  law,  and  per- 
petually when  no  period  is  specified. 

2.  To  have  a  common  seal. 

3.  To  acquire  by  grant,  gift,  purchase,  devise, 
or  bequest,  and  to  hold  and  dispose  of  all  such 
property  as  the  purposes  of  the  corporation 
shall  require,  subject  to  such  limitation  as  may 
be  prescribed  by  law. 

4.  To  appoint  such  officers  and  agents  as  its 
business  shall  require,  and  to  fix  their  com- 
pensation. 

5.  To  make  by-laws,  not  inconsistent  with  any 
existing  law,  for  the  management  of  its  prop- 
erty, the  regulation  of  its  affairs,  and  the  trans- 
fer of  its  stock,  if  it  has  any,  and  the  calling  of 
meetings  of  its  members.    By-laws  duly  adopted 
at  a  meeting  of  the  members  of  the  corporation 
control  the  action  of  its  directors. 

The  stock  of  every  corporation  must  be 
represented  by  certificates  prepared  by  its  di- 
rectors and  signed  by  its  president  or  vice- 
president  and  secretary  or  treasurer  and  sealed 
with  the  corporation's  seal. 
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A  corporation  is  dissolved  by  the  termination 
of  its  limited  time,  or  may  be  dissolved  for  mis- 
using or  failing  to  use  its  rights.  When  disso- 
lution is  to  take  place  the  court  usually  appoints 
a  receiver  who  realizes  its  assets  and  liquidates 
all  its  liabilities,  and  any  remainder  is  trans- 
ferred to  the  stockholders. 

The  books  used  by  a  corporation  are  the  same 
as  those  used  by  any  unincorporated  concern, 
with  the  following  additional  books  as  required 
by  law,  the  Minute  Book,  Subscription  Book, 
Stock  Certificate  Book,  and  the  Stock  Ledger 
and  Dividend  Book. 

The  Minute  Book  is  used  for  the  purpose  of 
recording  the  proceedings  of  the  meetings  of 
the  directors  and  stockholders,  and  is  kept  by 
the  secretary.  It  contains  all  resolutions  passed 
by  the  Board  of  Directors,  and  other  matter  re- 
garding the  increase  or  decrease  of  capital,  offi- 
cers' salaries,  and  matters  of  vital  interest  to 
all  parties  directly  concerned. 

The  Subscription  Book  contains  all  names 
and  addresses  of  parties  who  have  agreed  to 
take  shares,  together  with  the  number  of  shares 
subscribed  for,  the  amount  allotted,  and  the 
amount  paid  in  on  each. 

The  Transfer  Book  is  practically  a  Share 
Journal,  in  which  is  entered  a  record  showing 
from  whom  the  shares  have  been  transferred, 
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the  number  of  shares  transferred,  the  date,  and 
the  name  of  the  transferee.  From  this  record 
new  certificates  are  issued. 

The  Stock  Ledger  contains  the  name  and  ad- 
dress, the  number  of  shares  of  stock  of  each 
stockholder,  the  date  of  purchase,  and  the 
amount  paid  thereon.  The  entries  herein  made 
are  derived  from  the  Stock  Certificate  Book  and 
the  Transfer  Book. 

The  Stock  Certificate  Book  contains  certifi- 
cates in  printed  form  with  attached  stubs,  both 
of  which  are  filled  out  before  shares  are  issued. 
These  certificates  are  given  to  stockholders  and 
are  presumptive  evidence  of  the  ownership  of 
stock.  When  stock  is  transferred,  the  old  cer- 
tificate must  be  returned,  properly  assigning  all 
or  part  of  the  shares  it  represents,  and  a  new 
certificate  or  certificates  must  be  filled  out  for 
the  shares  transferred. 

The  Dividend  Book  shows  a  record  of  every 
dividend  declared  by  the  directors,  the  shares 
held  by  each  stockholder,  the  amount  of  divi- 
dend to  which  each  stockholder  is  entitled,  to- 
gether with  each  stockholder's  signature,  show- 
ing the  receipt  of  the  dividend. 

The  main  difference  between  partnership 
bookkeeping  and  corporation  bookkeeping  is 
this :  in  the  former  each  partner  is  credited  in 
the  General  Ledger  for  the  amount  of  his  invest- 
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ment,  and  if  a  loss  is  incurred  or  a  profit  earned 
each  Capital  Account  is  either  charged  for  the 
loss  or  credited  for  the  gain.  In  the  corpora- 
tion, each  investment  for  an  interest  in  the 
concern  is  credited  to  the  Capital  Stock  Account 
in  the  General  Ledger,  and  the  loss  or  gain  is 
charged  or  credited  to  a  surplus  account,  from 
which  dividends  are  declared,  etc.  Again,  while 
in  the  former  the  Capital  Account  of  each  part- 
ner may  increase  or  decrease  by  a  loss  or  gain, 
in  a  corporation  the  Capital  Account  is  not 
affected  at  all  by  any  loss  or  gain,  the  Capital 
Account  always  remaining  at  the  authorized  or 
fully  paid  in  capital  stock  of  the  concern. 

THE   CONVERSION    OF   A   PARTNERSHIP   INTO  A 
CORPORATION. 

The  following  represents  the  Balance  Sheet 
of  Smith  &  Johnson  as  at  December  31,  1902  : 


ASSETS. 

Cash    ..............   $5,000.00       Bills    Payable  ......   $12,000.00 

Accounts    Receivable.   30,000.00       Accounts    Payable.  .     20,000.00 
Investments     .......     5,000.00       Partners'   Capital: 

Mdse.  stock   ........  20,000.00  Smith     ...$16,000 

Johnson    ..   12,000 

-    28,000.00 


$60,000.00 

It  is  decided  to  incorporate  and  to  change  the 
name  to  Smith  &  Johnson  Co. 

The  new  concern  is  to  have  a  capital  stock  of 
$75,000  divided  into  shares  of  $100  each.  It  is 
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agreed  that  the  vendors  are  to  receive  $40,000 
for  their  interest  and  that  the  entire  business  is 
to  he  taken  over  by  the  corporation.  $10,000 
additional  stock  is  to  be  sold  for  cash,  and  the 
balance  of  the  stock  is  to  be  kept  in  the  treasury 
or  remain  unissued.  The  Journal  entries  to 
make  these  changes,  provided  the  same  books 
as  before  are  kept,  would  be  as  follows : 

The  partners  receive  $40,000  for  their  inter- 
est, thus  being  allowed  $12,000  for  good-will,  of 
which  Smith  receives  $8,000  and  Johnson  $4,000. 

Journal  entries: 

Good-will     $12,000.00 

To  Smith    $8,000.00 

Johnson    4,000.00 

Being  the  value  of  good-will  credited  to  each 
partner. 

Smith     $24,000.00 

Johnson    .  16,000.00 

To  Capital  Stock  ..  $40,000.00 

The  partners'  accounts  being  closed  off  the 
books  on  the  receipt  of  shares  in  the  new  com- 
pany amounting  to  $40,000. 

Cash    $10,000.00 

To  Capital  Stock...  $10,000.00 

Being  the  amount  realized  from  the  sale  of 
100  shares  for  cash. 

The  partners'  accounts  after  making  these 
entries  on  the  books  would  be  entirely  closed, 
and  a  Balance  Sheet  drawn  would  appear  as 
follows : 
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Balance  Sheet  of  Smith  &  Johnson  Co. 


Cash    .............   $15,000.00 

Accounts    Receivable     30,000.00 
Mdse.  Stock  .......     20,000.00 

Investments   .......       5,000.00 

Good-will    .........     12,000.00 


$82.000.00 


LIABILITIES. 

Bills   Payable    .....  $12,000.00 

Accounts    Payable...  20,000.00 
Capital   Stock 

(fully  paid  In)...  50,000.00 


$82.000.00 


The  following  would  represent  the  closing 
entries  for  the  old  books  : 


Smith  &  Johnson  Co.  $72,000.00 


Good-will 


To  Cash   ...........  $5,000.00 

Accounts    Receivable.  30,000.00 
Mdse  ..............   20,000.00 

Investment!    ........     5,000.00 

Smith    .............      8,000.00 

Johnson    ...........     4.000.0O 


Accounts  Payable.  $20,000.00 
Bills  Payable  ...  12,000.00 
Smith's  Capital  .  .  24,000.00 
Johnson's  Capital  16,000.00 

(Represented  by 

Cap.  Stock  $40,- 

000  rec'd.) 


Smith  &  Johnson  Co.  $72,000.00 


To  open  up  the  new  books  for  the  corporation 
the  entries  would  be  as  follows  : 


JOURNAL    ENTRIES, 


Cash    .............  $15,000.00 

Accounts    Receivable     30.000.00 
Mdse  .............     20,000.00 

Investments     ......       5,000.00 

Good-will    ........       12,000.00 


Accounts  Payable  ..  $20,000.00 

Bills   Payable    .....  12,000.00 
Cap.  Stock  Account. 

(fully    paid    in)..  50,000.00 
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CAPITAL  STOCK. 

Capital  in  its  broadest  sense  is  the  excess  of 
assets  over  liabilities,  the  term  stock  being  the 
generic  term  applied  to  all  share  capital. 

When  a  corporation  is  formed  it  is  capital- 
ized at  a  certain  amount,  as  desired  by  its  in- 
corporators.  The  amount  of  such  capital  is  the 
authorized  nominal  capital  of  the  concern,  is  a 
fixed  liability,  when  entirely  issued,  and  can  be 
changed  only  by  a  subsequent  amendment  to  its 
charter. 

The  capital  stock  of  a  corporation  is,  as  above 
stated,  the  authorized  share  capital  provided  in 
its  incorporation  agreement,  and  is  represented 
by  share  certificates. 

The  working  capital  of  a  corporation  may  be 
considered  the  same  as  floating  capital,  or  in 
other  words  all  assets  available  as  cash  for  car- 
rying on  the  business,  such  as  cash,  bills  receiv- 
able, accounts  receivable,  etc. 

A  corporation  may,  on  receiving  its  charter, 
dispose  of  all  of  its  capital  stock,  but  should  any 
not  be  disposed  of,  that  portion  remains  in  the 
treasurer's  hands,  as  unissued  stock.  The 
amount  of  stock  issued  must  never  exceed  the 
amount  authorized  by  law. 

The  term  "Treasury  Stock"  has  been  greatly 
misused.  Treasury  Stock  is  not  the  balance  of 
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capital  stock  remaining  unissued.  Treasury  in 
its  true  guise,  means  value,  and  unissued  stock 
has  not  and  never  had  a  value.  Capital  Stock 
issued  and  fully  paid  should  only  show  in  Bal- 
ance Sheet  as  a  liability  of  the  corporation, 

A  company  organizing  for  $50,000  and  receiv- 
ing $50,000  in  stock,  and  then  donating  back 
$10,000  for  working  capital,  this  $10,000  is  truly 
Treasury  Stock,  since  it  originally  was  issued 
for  value ;  but  should  it  receive  only  $40,000  at 
first,  the  $10,000  must  until  disposed  of  be 
virtually  ignored  as  far  as  book  entries  are  con- 
cerned. 

Shares  are  of  two  kinds,  Preferred  and  Com- 
mon, and  can  be  issued  only  to  the  amount 
stipulated  in  the  corporation's  charter. 

Common  stock  is  the  ordinary  or  common 
share  capital,  entitling  the  holder  thereof  to 
such  a  share  in  the  business  as  may  be  desig- 
nated by  his  holdings,  as  well  as  to  a  share  in 
the  profits  of  the  business  in  the  shape  of  divi- 
dends, as  may  be  declared  by  the  directors. 
Preferred  stock  is  the  share  capital  entitling  the 
holder  thereof  to  such  a  share  in  the  business 
as  may  be  designated  by  his  holdings,  as  well  as 
to  a  share  in  the  profits  of  the  business  in  the 
shape  of  dividends,  such  dividends  being  at  a 
fixed  rate  to  be  paid  to  preferred  stockholders 
before  the  common  stockholders  receive  their 
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dividends.  Preferred  stock  is  divided  into  two 
classes:  cumulative  and  non-cumulative.  A 
cumulative  preferred  stock  is  such  that  if  the 
dividend  which  is  fixed  is  not  earned  in  one 
period,  that  dividend  becomes  a  liability  in  the 
next  period,  and  must  be  paid  before  other 
stockholders  receive  a  share  of  the  dividends. 
In  non-cumulative  preferred  stock,  if  the  divi- 
dend is  not  earned  in  one  period  no  such  subse- 
quent liability  is  incurred. 

As  far  as  dividends  are  concerned,  preferred 
stock  takes  precedence  over  common  stock  in  re- 
gard to  the  distribution;  but  should  a  corpora- 
tion dissolve,  the  preferred  stockholders  have 
generally  no  prior  right  over  common  stock- 
holders in  the  disposal  of  the  remaining  assets. 

Preferred  stock  may  also  have  a  preference 
in  the  liquidation  of  the  capital  liabilities,  but 
this  is  only  when  the  stock  certificate  bears  the 
inscription  making  it  preferential  as  to  both 
earnings  as  well  as  the  firm  assets,  over  other 
stock  issues. 

Deferred  stock  is  stock  upon  which  dividends 
are  not  to  be  paid,  until  such  time  as  all  other 
classes  of  stockholders  have  received  their 
dividends,  or  until  the  happening  of  a  certain 
event. 

Loan  capital  is  the  capital  borrowed  upon 
issues  of  bonds,  secured  by  mortgages  usually 
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on  real  estate,  which  is  to  be  paid  at  some 
future  time. 

Watered  stock  is  stock  virtually  given  away 
to  stockholders  without  any  expense  to  them,  to 
a  large  extent  for  the  purpose  of  fraud,  or  may 
be  sold  to  those  who  get  into  a  corporation  at  ita 
origin  for  a  lesser  value  than  par.  Corporation 
making  yearly  12%  on  capital,  does  not  wish  to 
pay  taxes  on,  or  show  more  than  6%  may  issue 
stock  by  writing  up  assets  to  double  their  value, 
and  next  period  will  show  y%  as  much  gain  or 
6%.  Stock  will  be  most  likely  given  away,  and 
this  is  truly  watered  stock,  but  it  must  be  re- 
membered that  the  increase  in  stock  is  done 
legally,  although  the  purpose  of  same  is  to  a 
large  extent  fraudulent,  and  results  in  over- 
capitalization, one  of  the  greatest  evils  of  our 
modern  trusts. 

The  sale  of  stock  forms  the  principal  contri- 
bution to  capital  receipts  of  a  business. 

QUESTIONS  ON  TEXT. 

1.  Mention  various  powers  given  a  corpora- 
tion, which  are  denied  to  a  partnership. 

2.  Give  the  method  of  procedure  followed  to 
incorporate  a  concern. 

3.  (a)  What  books  are  used  by  a  corporation 
other  than  those  made  use  of  by  a  firm  or  indi- 
vidual?   (&)  Describe  each. 
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4.  What  is  meant  by  the  capital  stock  of  a 
corporation? 

5.  Name  and  describe  the  different  kinds  of 
capital  stock. 

6.  What  is  share  capital?    What  is  loan  cap- 
ital? 

7.  What  is  meant  by  working  or  floating  cap- 
ital? 

8.  Give  an  illustration  of  the  opening  journal 
entries    for   a   corporation,    using   your    own 
figures. 

9.  Describe  fully  what  is  meant  by  the  word 
corporation. 

10.  What  assets  may  be  taken  over  by  a  cor- 
poration on  the  subscription  to  the  capital 
stock? 

ORIGINAL  QUESTIONS. 

1.  In  arranging  a  system  of  accounts  for  a 
firm  engaged  in  manufacturing  furniture  how 
would  you  be  guided  in  your  selection  of  ac- 
counts and  books?    Outline  a  simple  arrange- 
ment. 

2.  Draw  up  a  form  of  self-proving  pay-roll 
which  will  provide  for  the  determination  of  the 
exact  number  of  bills  and  pieces  of  currency  re- 
quired for  its  liquidation.    Show  wherein  such 
a  pay-roll  is  convenient  and  efficient. 

3.  Is  depreciation  of  plant  a  legitimate  ele- 
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ment  of  the  cost  of  goods  produced!  Explain 
the  method  employed  to  keep  plant  in  efficient 
condition  out  of  earnings.  Differentiate  between 
appreciation  and  depreciation,  when  and  how 
should  former  be  used? 

4.  How  do  the  accounts  of  a  corporation  and 
of  a  copartnership  differ  in  the  statement  of  (a) 
investments,  (b)  operation  of  business  and  de- 
termination of  profits,  (c)  division  and  distribu- 
tion of  profits? 

5.  Describe  a  method  of  recording  period- 
ically the  losses  of  a  corporation  with  a  view  to 
preventing  the  payment  of  dividends  till  profits 
subsequently  earned  make  dividends  legal. 

6.  Define  and  differentiate:    (a)  capital  and 
revenue,  (b)  capital  receipts  and  revenue  re- 
ceipts, (c)  capital  expenditure  and  revenue  ex- 
penditure. 

7.  Define  capital,  nominal  capital,  subscribed 
capital,  paid  up  capital,  good-will,  clandestine, 
and  watered  stock. 

8.  By  analysis  the  debit  side  of  merchandise 
account  shows  purchases  $60,000,  returns  to  us 
$4,000,  entries  offsetting  errors  in  sales  exten- 
sions $2,000,  trade  discounts  to  customers  $13,- 
500,   balance   profit  $27,000;   the   credit   side 
shows  sales  $90,000,  returns  by  us  $5,000,  al- 
lowances to  us  $1,500,  inventory  at  close  of  year 
$10,000.    Suggest  such  change  in  the  method  of 
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recording  the  foregoing  statement  as  would 
readily  show  (a)  net  amount  of  purchases,  (b) 
net  amount  of  sales,  (c)  percentage  of  profit. 

9.  Describe  the  following  accounts  and  state 
where  and  how  they  are  employed:  Surplus, 
good-will,  treasury  stock,  maintenance,  sus- 
pense, dividend. 

10.  State  the  full  procedure  leading  up  to  the 
entry  of  the  following  transactions  in  the  shares 
of  a  corporation,  the  par  value  of  which  is  $100 : 

April  5,  1901.  James  Williamson  receives 
certificate  No.  75  for  100  shares  full  paid. 

May  3,  1901.  James  Williamson  requests  a 
transfer  to  George  T.  Jenkins  of  30  of  his  100 
shares. 

Outline  a  form  of  stockholders'  ledger  and 
properly  enter  the  above  items  therein. 
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INCOME  AND   EXPENDITURE  ACCOUNT. 

An  Income  and  Expenditure  Account  must  be 
charged  with  all  expenses  for  the  period  under 
review,  whether  these  expenses  have  been  paid 
or  are  still  to  be  paid;  it  must  be  credited  with 
all  income  relating  to  the  period  closing, 
whether  that  income  has  been  received  or  will 
eventually  be  received.  Any  income  outstand- 
ing or  amount  paid  in  advance  for  part  of  other 
periods,  as  rent  or  insurance,  must  be  credited 
to  the  Income  and  Expenditure  Account  and 
should  appear  in  the  Balance  Sheet  as  an  asset. 
Again,  all  expenses  still  due  or  items  which  are 
due  and  not  yet  paid,  such  as  wages,  rent,  etc., 
must,  if  applicable  to  the  period,  be  charged  to 
the  Income  and  Expenditure  Account  and  be 
entered  in  the  Balance  Sheet  as  liabilities.  The 
balance  of  the  account  shows  whether  a  loss  has 
been  incurred  or  a  gain  earned;  the  former, 
when  the  debit  side  exceeds  the  credit  side,  and 
the  latter,  when  the  credit  side  shows  an  excess 
over  the  debit  side.  The  profit  or  loss  as  shown 
by  the  Income  and  Expenditure  Account  must 
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be  consistent  with  the  difference  shown  in  the 
Balance  Sheet  by  the  excess  of  assets  over  its 
liabilities,  or  the  deficiency  of  assets  under 
them.  A  profit  earned  is  carried  to  the  credit  of 
the  Capital  Accounts  or  the  Surplus  Account,  or 
the  loss  incurred  is  charged  to  the  Capital  Ac- 
counts, the  Surplus,  or  the  Deficiency  Accounts, 
the  particular  account  depending  on  whether 
the  business  is  a  partnership  or  a  corporation. 
The  following  is  an  illustration  of  a  non- 
trading  concern's  Income  and  Expenditure 
Account : 

Income  and  Expenditure  Account,  December  31, 
1900.    Cole  &  Johnson,  Accountants. 


DK.  CB. 

To    Rent    $1,000.00       By  Professional  Fees  $29,575.00 

To    Salaries    5,000.00 

To  General   Expense.  2,000.00 

To    Interest    50.00 


$8,050.00  $29,575.00 

Cole,    50%    profits...   10,762.50 
Johnson,  50%   profits  10,762.50 

$29,575.00  $29,575.00 


STATEMENT  OF  RECEIPTS  AND  DISBURSEMENTS. 

A  Statement  of  Receipts  and  Disbursements 
is,  as  its  name  suggests,  a  cash  account  in  a 
summarized  form,  showing  on  the  side  of  re- 
ceipts the  cash  on  hand  at  the  beginning  of  a 
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stated  period  and  all  cash  received  during  that 
period  and  on  the  side  of  expenditures  all  cash 
disbursed  during  the  same  period  and  the 
balance  on  hand  at  the  period's  end. 

The  particular  difference  existing  between  a 
Statement  of  Keceipts  and  Disbursements  and 
an  Income  and  Expenditure  Account,  which  are 
often  confused  by  the  student,  is  this :  the  for- 
mer represents  only  cash  receipts  and  cash  ex- 
penditures during  a  stated  period,  whether  ap- 
plicable to  a  previous,  present,  or  future  period, 
while  the  Income  and  Expenditure  Account 
shows  items  incurred  or  earned,  and  applicable 
only  to  the  period  under  review,  whether  the 
cash  has  been  received  or  paid  out,  or  not. 

To  understand  thoroughly  the  difference  be- 
tween the  two  statements  above,  an  illustration 
of  a  Receipts  and  Disbursement  Statement  here 
follows,  sufficient  to  enable  the  student  to  ap- 
preciate the  difference  existing  between  them : 

Statement  of  Receipts  and  Disbursements  for 
the  year  ending  June  30,  1904. 

Mi.  CB. 

Cash  on  hand,  July                         Rent  paid    $1,800.00 

1.    1903     $12,000.00       Stationery    paid    175.00 

Cash    from    Custom-                            Notes    paid    2,000.00 

er's    Accounts 7,500.00       Creditors    paid    3,500.00 

Cash  from  Bills  Re-  Real    estate    pur- 

celvable     2,000.00          chased     10,000.00 

Cash    realized     from                            Investments     5,250.00 

sale  of  bonds    . . .     16,050.00       Expenses    75.00 

Cash  on  hand,  June 

30,    1904    14,750.00 


$37,550.00  $37.550.00 
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CAPITAL  AND  BEVENUE   EXPENDITUBES. 

Capital  Expenditure  may  be  defined  as  the 
exchange  of  one  property  for  another  and  re- 
sults in  neither  an  increase  nor  a  decrease  of 
capital;  another  definition  often  given  is,  the 
replacement  of  one  asset  by  another.  The  pur- 
chase of  real  estate,  plants,  machinery,  etc., 
would  be  considered  Capital  Expenditure. 

Eevenue  Expenditure,  however,  is  what  has 
been  expended  to  earn  a  revenue.  Or  it  may  be 
said  to  be  the  generic  term  including  cost,  ex- 
penses, and  losses,  in  opposition  to  income, 
earnings,  or  profits.  Such  an  account  would 
contain  salaries,  depreciation,  rent,  repairs  ad- 
vertising, and  so  on. 

The  student  must  be  particularly  careful  as 
to  what  comes  under  the  heading  of  Capital  Ex- 
penditure and  what  comes  under  the  head  of 
Eevenue  Expenditure.  The  explanations  given 
above  should  be  carefully  studied,  and  will 
assist  the  student  in  determining  under  what 
form  of  expenditure  an  item  comes.  The  main 
difficulty  generally  suggests  itself,  for  instance, 
where  machinery  is  repaired.  When  the  ex- 
pense for  repair  has  increased  the  efficiency  of 
the  plant,  such  expense  would  be  properly  ap- 
portioned to  Capital  Expenditure;  but  if  the 
expenditure  has  not  increased  the  output  of  the 
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machinery,  but  has  only  kept  the  machinery  at 
its  previous  state  of  efficiency,  the  value  of  the 
machinery  has  in  no  sense  been  increased  and 
the  expenditure  would  be  chargeable  to  Eeve- 
nue.  Another  distinction  between  the  two  may 
be  briefly  stated.  Capital  Expenditure  always 
appears  on  the  Balance  Sheet,  while  Eevenue 
Expenditure  is  closed  out  into  the  Profit  and 
Loss  Account. 

GOOD-WILL. 

Good-will  may  be  defined  as  the  value  placed 
upon  the  disposition  or  inclination  of  people  to 
patronize  a  particular  business,  owing  to  the 
reputation  it  has  already  established.  It  has 
often  been  said  that  Good- will  is  based  upon  the 
probability  that  the  old  customers  will  resort  to 
the  old  place.  But  it  can  be  said  that  it  is  more 
than  that,  for  it  includes  every  advantage  or 
benefit  accruing  to  an  establishment  from  its 
name  or  the  reputation  it  has  earned,  the  local- 
ity or  place  of  business,  its  business  standing, 
the  chances  of  none  of  the  old  firm  stepping  in 
to  compete,  and  in  fact  every  point  which  dis- 
tinguishes it  from  other  establishments. 

Good-will  is  a  fixed  asset,  since  its  value  is 
fixed  and  since  it  cannot  be  used  as  working  cap- 
ital in  a  business,  and  in  deciding  whether  a 
business  is  solvent  or  insolvent  the  Good-will 
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may  be  taken  into  account.  It  has  been  decided 
by  the  New  York  Court  of  Appeals,  that  the 
Good-will  of  a  foreign  corporation  having  a 
place  of  business  in  New  York  State,  is  taxable 
in  New  York  as  property  employed  there  by  the 
corporation. 

The  amount  at  which  Good-will  is  stated  in  a 
Balance  Sheet  does  not  necessarily  have  to  be 
depreciated  but  may  be  left  at  its  original  figure, 
since  it  represents  nothing  more  than  what  the 
Good-will  may  have  cost  and  its  retention  in  the 
Balance  Sheet  is  not  likely  to  deceive  anybody. 

On  purchasing  the  Good- will  of  a  business  the 
vendee  must  carefully  consider  to  what  extent 
the  business  is  personal  to  the  vendor  and  may 
be  safely  said  to  be  non-transferable,  and  to 
what  extent  it  may  be  reasonably  presumed  to 
continue  in  the  same  locality.  The  estimation  of 
the  value  of  the  Good-will  of  a  business  may 
arise,  upon  its  sale  to  a  new  proprietor,  upon 
admitting  a  new  partner  or  converting  the  busi- 
ness into  a  corporation,  and  upon  the  dissolu- 
tion of  a  concern  caused  by  either  the  death  or 
the  retirement  of  one  of  the  partners. 

When  a  firm  is  dissolved  the  Good-will  must 
be  turned  into  cash  with  the  other  assets  and 
its  proceeds  distributed.  Upon  the  sale  of  the 
entire  partnership  business  the  vendee  becomes 
entitled  to  the  Good- will,  which  includes  the  sole 
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right  to  hold  himself  out  to  the  world  as  the  suc- 
cessor of  the  old  business. 

The  value  of  Good-will  is  usually  based  upon 
the  average  net  profit  of  a  business  for  a  period 
of  from  three  to  ten  years.  If  two  businesses  in 
the  same  line  have  been  established  for  ten 
years,  the  one  earning  an  annual  profit  of  $5,000 
from  $50,000  capital  invested  and  the  other 
earning  $5,000  from  an  investment  of  $25,000,  it 
may  be  reasonably  assumed  that  the  latter  busi- 
ness, if  sold,  would  command  a  larger  value  for 
Good-will  than  would  the  former.  This  shows 
that  not  only  the  percentage  of  profits  but  also 
the  capital  that  has  been  required  to  earn  the 
profits  must  be  considered.  Again,  of  two  busi- 
nesses earning  the  same  profit,  but  one  requir- 
ing a  man's  continual  attention  and  the  other 
only  part  of  his  attention,  it  may  be  granted  that 
the  Good- will  of  the  former  is  not  worth  as  much 
as  that  of  the  latter. 

From  the  above  it  is  deduced  that  Good-will 
may  be  valued  not  only  on  the  capital  employed 
but  also  on  the  amount  of  attention  required  to 
carry  on  the  business. 

If  the  business  has  for  the  past  five  years 
earned  an  annual  profit  of  let  us  say  $7,000,  and 
the  capital  account  stands  at  $40,000  after  all 
liabilities  have  been  liquidated,  should  the  pro- 
prietor decide  to  sell  his  business  he  could  asK 
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reasonably  any  sum  up  to  between  $40,000  and 
$75,000  for  his  business.  Any  sum  above  his 
capital  account  of  $40,000  would  be  considered 
the  value  of  the  Good-will. 

COST  ACCOUNTS. 

A  Cost  Account  is  an  exhibit  showing  on  the 
debit  side  the  total  cost  of  producing  a  commod- 
ity, and  on  the  credit  side  the  actual  value  re- 
ceived; the  excess  of  the  credit  over  the  debit 
side  showing  the  net  gain.  A  Cost  Account 
should  be  so  kept  that  every  article  or  every  de- 
partment has  its  own  Cost  Account,  thus  elimi- 
nating the  keeping  of  a  Manufacturing  Account, 

The  object  of  keeping  a  Cost  Account  is  to 
enable  a  manufacturer  to  see  the  total  amount 
of  the  labor  expended  and  the  cost  of  the  ma- 
terial required  in  getting  an  article  into  condi- 
tion for  sale,  and  the  profit  he  is  earning  on 
each  article,  department,  or  contract.  By  the 
aid  of  such  accounts,  estimates  may  be  rapidly 
prepared,  from  which  the  manufacturer  or  con- 
tractor will  be  almost  certain  beforehand  of  se- 
curing a  fair  profit  on  any  goods  manufactured 
or  any  contract  entered  into. 

Without  the  aid  of  a  properly  designed  Cost 
Account  one  would  be  unable  to  figure  on  future 
contracts  with  a  certainty  of  earning  a  profit 
On  future  work  partly  or  wholly  similar  to  what 
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may  have  been  previously  contracted  for,  the 
contractor  would  be  able,  by  referring  to  previ- 
ous cost  accounts  for  such  similar  work,  to  form 
a  rapid  estimate,  allowing  for  alterations,  which 
would  indicate  to  him  the  profit  to  be  expected 

The  main  items  which  enter  into  the  Cost  Ac- 
count are  as  follows : 

Prime  cost,  that  is  the  amount  expended  on 
raw  material  and  labor  in  producing  an  article. 
Other  direct  expenses  chargeable  to  this  account 
are  wages  of  foremen,  fuel,  light,  heat,  power, 
rent,  taxes  on  factory  building,  insurance,  etc. 

Eaw  material  purchased  for  a  particular  de- 
partment or  contract  should  be  charged  to  that 
department  or  contract.  Other  material  pur- 
chased but  not  immediately  required  for  par- 
ticular jobs  should  be  charged  to  the  Store's 
Account  and,  as  required,  credited  to  the  Store 's 
Account  and  charged  to  the  contract  or  depart- 
ment. 

Wages  are  usually  kept  in  the  Wages  Book  or 
on  Wage  Sheets  and  are  charged  to  the  Wages 
or  Labor  Account.  The  Wage  Account  should 
be  credited,  and  each  contract  or  department 
charged,  with  the  wages  applicable  to  such  con- 
tract or  department. 

Other  expenses,  such  as  fuel,  light,  heat, 
power,  etc.,  would  have  to  be  charged  to  their 
respective  departments,  a  certain  percentage  of 
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each  such  value  being  charged  to  each  depart- 
ment in  proper  proportion,  depending  upon  the 
work  done  in  each  department.  The  proportion 
of  light,  heat,  power,  etc.,  chargeable  would  be 
the  actual  cost  entering  into  such  department's 
cost  of  production. 

In  ascertaining  the  profit  on  uncompleted  con- 
tracts, care  must  be  taken  that  future  profits 
are  not  anticipated.  For  instance,  if  a  job  is  for 
$20,000  and  it  is  estimated  that  the  entire  job 
will  cost  $15,000,  earning  a  profit  of  $5,000,  and 
that  of  the  $15,000  there  have  been  spent  al- 
ready $12,000  up  to  the  end  of  the  year,  it  would 
not  be  right  to  credit  $5,000  as  the  year's  profits, 
but  the  profits  should  be  $4,000,  which  is  the 
actual  profit,  since  only  four-fifths  of  the  money 
has  been  actually  expended.  An  illustration  of 
the  above  follows : 

Job  572. 

1902.  1902. 

Dec.  31.  Material    ..  $7,000.00  Cash   from    A,    B   & 

Labor      4,000.00  Co $10,000.00 

Other  direct  Balance    6,000.00 

charges    . .     1,000.00 
Profit  &  Loss      4,000.00 


$16,000.00  $16,000.00 


1903.  1903. 

Jan.     1.  To  Balance.   $6,000.00      Dec.  3.  Cash  from  A, 

Nov.  30.  Material     ..     1,000.00  B  &  Co...   $10,000.00 

Labor    1,500.00 

Other    ch'g's        500.00 
Dec.  31.  Profit     1,000.00 


$10,000.00  $10,000.00 
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QUESTIONS  ON  TEXT. 

1.  Define  and  differentiate  capital  and  reve- 
nue expenditures. 

2.  What  is  the  essential  difference  between  a 
statement  of  receipts  and  disbursements,  and 
an  income  and  expenditure  account? 

3.  Define  the  word  revenue. 

4.  What  are  cost  accounts! 

5.  What  does  a  cost  account  showt 

6.  What  is  the  meaning  of  the  term  good- 
will? 

7.  What  does  a  statement  of  receipts  and 
disbursements  show! 

8.  Explain  the  purpose  of  an  income  and  ex- 
penditure account. 

9.  When  may  a  disbursement  on  present  ma- 
chinery be  regarded  as  a  capital  expenditure! 

10.  Relate  fully  how  good-will  is  computed. 

ORIGINAL  QUESTIONS. 

1.  At  date  of  a  partnership  settlement  two 
contracts  are  in  hand  and  uncompleted ;  one  for 
$1,200,  estimated  to  cost  $900,  is  three-fourths 
finished  and  is  already  charged  up  to  customer 
at  $1,200  as  of  date  of  contract;  the  other  for 
$2,000,  estimated  to  cost  $1,500,  is  half  finished, 
and  no  entry  has  been  made  thereof.  Suggest 
entries  necessary  to  adjust  these  accounts  so 
that  anticipation  of  profits  shall  not  occur. 
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2.  Formulate,    in    an   imaginary    case,    the 
journal  entry  or  entries  for  the  conversion  of  a 
partnership  into  a  joint  stock  company  with  the 
same  resources  and  liabilities. 

3.  What  are  cost  accounts?    How  were  costs 
ascertained  prior  to  the  use  of  cost  accounts? 
Show  the  advantages  of  the  modern  method. 

4.  In  making  up  the  cost  accounts  on  goods 
produced  by  a  factory,  what  items  of  expen- 
diture are  to  be  considered?    How  should  these 
be  combined  to  show  the  actual  cost  of  any 
specified  product? 

5.  Explain  the  theory  of  good-will.    On  what 
basis  should  good-will  be  valued?    Is  good-will 
a  fixed  or  a  floating  asset?    Why? 

6.  What  names  are  given  to  accounts  that  rep- 
resent the  excess   of  assets   over  liabilities? 
Differentiate  these  names  in  their  application  to 
various  kinds  of  business. 

7.  Give  cases  where  it  is  proper  to  include  in 
a  statement  of  assets  and  liabilities  certain  re- 
ceipts and  disbursements  not  occurring  in  the 
period  under  review. 

8.  In  valuing  for  inventory  should  such  items 
as  rent,  interest,  insurance,  salaries  and  ex- 
penses of  management  ever  be  included,  and  if 
so  under  what  circumstances  ? 

9.  What  differences  in  books  and  accounts 
would  exist  between  a  partnership  and  an  in- 
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corporated  company  carrying  on  a  similar  busi- 
ness! 

10.  The  building  of  an  insurance  corporation, 
valued  at  $500,000,  is  mortgaged  for  $300,000. 
The  rental  value  of  the  portion  occupied  by  the 
corporation  is  $3,500  a  year  and  there  are  sixty 
other  tenants  in  the  building.  Mention  such  ac- 
counts as  should  be  kept  and  state  the  class  of 
transactions  to  be  recorded  in  each.  In  what 
manner  and  to  what  extent  would  the  building 
enterprise  be  included  in  the  annual  financial 
statement  of  the  corporation? 


PAET   IX. 

CONSIGNMENTS. 

A  consignment  is  a  quantity  of  goods  deliv- 
ered by  one  party,  termed  the  consignor,  to  an- 
other party,  called  the  consignee,  for  transpor- 
tation, custody  or  sale,  or  under  an  agreement 
for  their  sale.  From  the  earliest  times  to  the 
present,  merchants  have  found  it  to  their  ad- 
vantage to  send  goods  to  other  merchants  in 
various  cities  who  might  find  a  better  market 
for  the  goods  than  they  themselves  would  per- 
haps find  at  home. 

When  a  merchant  sends  out  goods  on  consign- 
ment he  merely  transfers  such  goods  to  the 
temporary  custody  of  the  consignee,  who  is  em- 
powered to  sell  the  goods  at  such  prices  as  may 
be  agreed  upon,  deduct  his  commission,  and 
remit  the  proceeds  to  the  consignor.  The  con- 
signor when  sending  out  the  goods  credits  his 
Trading  Account  with  the  stock  price  of  the 
goods  consigned,  and  charges  a  special  Trading 
Account,  as  for  instance  "C"  Consignment  Ac- 
count, with  the  same  value;  all  expenses,  such 
as  freight,  insurance,  duty,  and  any  others  at- 
tached to  that  particular  consignment ' '  C ' '  must 
be  charged  as  increasing  the  value  of  the  con- 
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signment.  As  proceeds  are  received  from  the 
consignee,  the  consignor  credits  "C"  Consign- 
ment Account  with  such  amount  or  amounts.  If 
the  consigned  goods  are  not  all  sold,  the  in- 
ventory of  the  unsold  goods  is  credited  to  "CM 
Consignment  Account  at  the  end  of  the  period 
and  the  excess  of  the  credit  side  over  the  debit 
side  represents  the  profit  on  that  particular  con- 
signment. This  excess  is  carried  to  the  Profit 
and  Loss  Account,  and  the  inventory  is  brought 
down  as  a  new  debit  balance  against  "C"  Con- 
signment Account  at  the  beginning  of  the  new 
period  and  is  treated  as  an  asset  in  the  Balance 
Sheet. 

The  consignee,  on  receiving  the  goods,  opens 
two  accounts,  one  with  the  Consignment  from 
consignor  designated  as  "B,"  and  the  other 
"B's  Consignment  Account."  The  former  he 
charges  with  the  value  of  the  goods  received, 
and  the  latter  he  credits  with  the  same  amount. 

The  account  " Consignment  from  *B'  "  is  kept 
merely  as  a  Trading  Account,  and  is  credited 
with  the  value  of  the  goods  sold  relating  to  that 
particular  consignment.  If  the  credit  side  ex- 
ceeds the  debit  side,  that  particular  account  has 
resulted  in  a  profit,  but  if  the  debit  side  exceeds 
the  credit,  a  loss  has  been  incurred.  The  ' '  B  's  " 
Consignment  Account  is  considered  the  personal 
account  and  is  charged  with  all  the  proceeds  re- 


148  THEOEY   OF   ACCOUNTS. 

mitted  to  the  consignor,  all  expenses  incurred 
on  consignment,  and  the  commissions  to  which 
the  consignee  is  entitled.  If  the  Consignment 
Account  from  "B"  shows  a  profit,  this  profit  is 
transferred  to  the  credit  side  of'B's"  Consign- 
ment Account,  and  if  a  loss  has  been  incurred, 
that  loss  is  charged  to  this  latter  personal  ac- 
count. The  balance  of  the  latter  account  will 
show  at  any  time  the  amount  still  due  to  the 
consignor. 

The  statement  sent  by  the  consignee  to  the 
consignor  at  stated  periods  showing  the  condi- 
tion of  the  consignment  is  called  "Account 
Sales^  and  the  amount  remitted  is  called  the 
"  proceeds. " 

The  following  illustrations  represent  the  ac- 
counts as  kept  by  the  consignor  and  the  con- 
signee, as  indicated  and  explained  above: 

CONSIGNOR'S  BOOKS. 
Trading  Account. 

1900. 

Jan.   31.  By   Consign- 
ment      1,280.00 

'"C"  Consignment  Account. 

1900.  1900. 

Jan.  31.  Cons.    Acct..   $1,280.00  Feb.      5.  By  Cash    .         $55000 

81.  Freight,     In-  Mch.     7.  By   Cash    ..         400.00 
surance,  31.  Bal.   stock 

Mch.  31.  p£8t    'iid  taTent0r7' 

Loss    a/c...         240.00 


$1.570.00  $1,570.00 

1900. 

Apr.     1.  Balance     .  620.00 
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Profit  and  Loss  Account. 


1900. 
Mch.  31. 


Coo- 

slgnment 
a/c,    .... 


CONSIGNEE'S  BOOKS. 
Consignment  from  "B. 


1900. 

Feb.      2.  Con.    Acct.  $1,280.00 

Mch.  31.  Profit  to 

"B'«"    Con- 
signment 
a/c.     . . .          368.00 


1900. 

Feb.      5.  Sundries    ..      $625.00 
Mch.     2.  Sundries    ..        403.00 
31.  Balance  on 

hand    ...         620.00 


$1,648.00 


1900. 

Apr.  1.  Bal.   on  hand 


$620.00 

B's"  Consignment  Account. 


1900. 

Feb.      2.  Sundry    Ex- 


5.  Commissions 
5.  Cash   Net 

Proceeds  . 

Mch.  31.  Commissions 
31.  Cash,    Net 

Proceeds  . 
31.  Inventory    . 


$15.00 
33.00 

550,00 
30.00 

400.00 
620.00 


1900. 

Feb.      2.  Con.    from 

"B"     ....  $1,280.00 
Mch.  31.  Con.   from 

"B,"   profit       868.00 


$1,648.00 


1000. 


Apr.    1.  Balance    ...      $620.00 

Very  often  special  books  are  kept  for  treating 
consignments,  a  special  Consignment  Ledger 
being  kept  in  which  all  consignments  are  en- 
tered, but  it  is  recommended  that  the  accounts 
be  kept  as  described  above. 
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BRANCH   HOUSES. 

Branch  houses  should  be  so  conducted  that 
every  transaction  relating  to  each  separate 
branch  should  be  kept  in  books  at  that  branch, 
so  that  the  branches  can  balance  their  own 
books,  and  the  main  office  should  receive  daily, 
weekly,  or  monthly  reports  from  the  branches. 
These  statements  should  be  incorporated  in  the 
books  of  the  main  office,  the  latter  thus  keeping 
in  its  books  an  account  of  each  branch.  The 
profit  or  loss  of  the  business  as  a  whole  or  on 
each  separate  branch  may  then  be  easily  pre- 
pared. This  system  requires  the  keeping  of 
books  at  each  branch  store,  and  the  branches 
keeping  a  corresponding  account  with  the  main 
office.  Thus  the  two  accounts  will  at  all  times 
balance,  but  on  opposite  sides  of  the  ledger. 

All  merchandise  intended  for  branch  stores 
should  be  received  at  the  main  store  and  from 
there  sent  and  charged  at  cost  price  to  the 
branch  store.  These  goods  must  never  be 
treated  as  sales  in  the  books  of  the  main  store, 
but  must  be  credited  to  the  Purchases  Account. 
The  reason  for  this  is  plain.  For  if  the  ship- 
ments to  the  branch  are  credited  as  sales  in  the 
main  store's  books,  and  again  in  the  books  of 
the  branch  when  sold,  they  would  appear  as 
though  sold  a  second  time,  and  further,  sales 
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would  be  greatly  padded  and  proportion  of 
profit  against  sales  reduced,  since  there  is  not 
usually  any  profit  made  on  such  shipments. 

The  branch  store  on  receiving  goods  or  cash 
from  the  main  store,  credits  in  its  ledger  the 
main  store  account,  and  charges  the  same  ac- 
count whenever  it  remits  cash  or  returns  goods 
to  the  main  store. 

It  often  happens  that  cash  intended  for  a 
branch  store  is  sent  by  a  debtor  to  the  main 
store.  In  this  case  the  latter  credits  the  branch 
and  informs  the  branch,  which  in  turn  credits 
the  customer  and  charges  the  main  store. 

At  the  end  of  a  period  a  Trial  Balance  is  pre- 
pared from  the  books  of  the  branch  store.  This 
with  the  amount  of  the  inventory  and  other  par- 
ticulars esssential  for  completing  the  Profit  and 
Loss  Account  and  Balance  Sheet  is  sent  to  the 
main  store.  A  Balance  Sheet  may  also  be  pre- 
pared from  Trial  Balance  at  each  branch,  the 
resulting  gain  or  loss  being  credited  or  charged 
to  the  Main  Store  Account.  The  main  store  will 
prepare  from  its  own  books  the  Profit  and  Loss 
Account  and  Balance  Sheet  referring  to  its 
books,  and  may  also  incorporate  the  Profit  and 
Loss  Account  and  Balance  Sheet  of  branches 
into  its  Joint  Balance  Sheet. 

The  following  represents  the  Trial  Balance  at 
the  main  and  the  branch  store.  Profit  and  Loss 
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Accounts  of  both  the  main  and  the  branch  stores 
follow,  including  Balance  Sheet: 


MAIN    STOEE.  DR. 

Purchases     $8,000.00 

Sales     

Stock,  Jan.  1,  1903   1,000.00 

Customers    4,000.00 

Creditors    

Expenses    4,000.00 

Branch    Store    1,000.00 

Capital  Account   

(Inv.  $4,000.00.) 

18,000.00 

BRANCH    STORE.  DR. 

Purchases    $3,000.00 

Sales     

Stock,  Jan.  1,  19C3   400.00 

Accounts   Receivable    1,200.00 

Accounts   Payable    ... 

Main  Store   

Expenses    700.00 

(Inv.    $1,200.00.) 


CB. 

$12,000.00 

1,700.00 
4,300.00 

$18,000.00 

1 

CB. 

$4,000.00 


300.00 
1,000.00 


$5,300.00 


$5,300.00 


Profit  and  Loss  Account,  Branch. 


1903. 

Jan.     1.  Stock    . . . 
Dec.  31.  Purchases 
31.  Expenses 
31.  Profit 


$    400.00 

3,000.00 

700.00 

1,100.00 

$5,200.00 


1903. 

Dec.  31.  Sales     ... 
31.  Inventory 


$4,000.00 
1,200.00 


$5,200.00 


Profit  and  Loss  Account,  Main  Store. 


1903. 

Jan.     1.  Stock    $1,000.00 

Dec.  31.  Purchases  .  8,000.00 
31.  Expenses  ..  4,000.00 
31.  Profit  3,000.00 


t903. 

Dec.  31.  Sales    $12,000.00 

31.  Inventory          4,000.00 


$16,000.00 


$16,000.00 
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Balance  Sheet,  Branch. 

ASSETS.  LIABTlITm. 

Accounts    Receivable.  $1,200.00      Accounts    Payable....  $    300.00 

Inventory     1,200.00       Main    Office.  .$1,000 

Profit    1,100 

2,100.00 


$2,400.00  $2.400.00 

Balance  Sheet,  Main  Store. 

ASSETS.  LIABILITIES. 

Accounts    Receivable.  $4,000.00      Accounts   Payable    ..  $1,700.00 

Inventory    4,000.00      Capital    a/c .  .$4,300 

Branch    Offlce,$l,000  Profit  Main 

Profit,    Office.  1,100  store    8,000 

2,100.00      Profit  Branch 

Store    1,100 

8,400.00 


$10,100.00  $10.100.00 

VOUCHEE  SYSTEM. 

The  voucher  system  is  the  treatment  of  cred- 
itors'  accounts  in  such  a  way  as  to  obviate  the 
necessity  of  keeping  the  individual  accounts, 
thus  greatly  curtailing  the  labor  of  posting  and 
yet  at  the  same  time  greatly  facilitating  the 
analysis  of  expenditures  under  their  classified 
headings. 

As  soon  as  invoices  are  received  they  are  first 
checked,  and  after  being  approved  for  payment 
are  placed  in  a  voucher  folder  which  has  various 
columns  at  the  back,  and  the  amount  of  the  in- 
voice is  entered  here  in  the  particular  column 
for  the  invoice  under  consideration.  Each 
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folder  is  numbered  and  is  then  entered  in  a 
voucher  record-book  The  Voucher  Record- 
Book  contains  various  columns  for  the  number 
of  the  voucher,  the  date,  creditor's  name,  total 
amount  of  invoice,  and  as  many  other  columns 
as  are  required  properly  to  classify  the  items  of 
expenditure.  At  the  end  of  each  month  the  total 
is  posted  in  one  sum  to  the  credit  of  Vouchers 
Payable  in  the  Ledger,  and  the  various  totals  of 
each  separate  column  are  posted  to  the  debit 
side  of  the  various  nominal  accounts  in  the 
General  Ledger. 

This  system,  however,  calls  for  a  column  on 
the  credit  side  of  the  Cash  Book,  headed  Vouch- 
ers Payable,  into  which  all  payments  are  ex- 
tended, totaled  at  end  of  the  month,  and  posted 
to  the  debit  side  of  Vouchers  Payable  in  the 
Ledger,  the  balance  representing  the  amount 
owing  to  creditors. 

In  large  concerns  a  Voucher  Check  is  used, 
which  is  simply  a  voucher  with  the  words  at- 
tached that  "when  the  voucher  is  signed  by  the 
president  and  the  secretary,  and  is  receipted  by 
the  payee,  it  becomes  a  draft  payable  at  the 
bank.'' 

It  will  be  apparent  from  the  above  that  a 
great  saving  must  accrue  from  the  use  of  the 
voucher  system,  not  alone  by  the  non-use  of  a 
creditor's  ledger,  but  at  the  same  time  because 
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it  permits  of  an  enormous  saving  in  posting  and 
has  been  found  to  give  universal  satisfaction 
wherever  used. 

EXECUTORS. 

An  executor  is  a  testator's  personal  repre- 
sentative named  in  his  last  will  and  testament. 
His  functions  are  limited  to  the  administration 
of  the  testator's  personal  estate.  An  adminis- 
trator is  appointed  by  court  where  no  executor 
is  named  or  will  is  left. 

The  duties  of  an  executor  are  mainly  pre- 
scribed by  statute  and  may  be  stated  as  follows : 
First,  to  bury  the  decedent  in  a  manner  suitable 
to  his  estate;  second,  to  prove  the  will  and  take 
out  letters  testamentary ;  third,  to  move  and  file 
with  the  probate  court  an  inventory  of  the  per- 
sonal estate;  fourth,  to  collect  the  goods  and 
chattels  of  the  decedent  and  claims  against 
others  with  reasonable  despatch ;  fifth,  to  adver- 
tise for  claims  against  the  estate ;  sixth,  to  pay 
the  debts  in  the  order  of  precedence  as  estab- 
lished by  law;  seventh,  to  distribute  the  chattels 
and  pay  the  legacies  in  accordance  with  the 
terms  of  the  will ;  eighth,  to  keep  the  money  and 
other  property  of  the  estate  safely  and 
prudently;  ninth,  to  convert  the  surplus  of  the 
personal  estate,  if  any,  into  cash,  and  distribute 
it  among  the  next  of  kin,  according  to  the 
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statutes  of  distribution;  tenth,  to  render  an  ac- 
count whenever  called  upon  by  proper  authority 
to  do  so,  and  to  apply  for  a  discharge  upon  a 
final  accounting,  within  the  time  prescribed  by 
statute  for  the  completion  of  the  administration. 

The  executor  usually  files  two  accounts,  inter- 
mediate and  final.  The  former  is  filed  at  any 
time  previous  to  the  final  accounting,  either  vol- 
untarily or  by  express  order  of  the  surrogate. 
The  final  accounting,  however,  is  submitted, 
showing  the  balance  in  the  executor's  hands 
available  for  further  distribution,  before  the 
account  is  judicially  settled. 

The  inventory  should  give  a  full  description 
of  the  property,  with  its  actual  cost  in  one  col- 
umn, and  in  another  the  appraised  value  ex- 
pected  to  be  realized.  The  executor  must  be 
careful  that  the  values  are  not  overstated,  for  if 
the  amount  realized  be  less  than  the  amount  ap- 
praised, it  may  appear  that  he  has  been  careless. 

The  books  should  be  so  kept  as  to  show  dis- 
tinctly the  estate's  principal  and  its  income.  All 
property  belonging  to  the  testator  up  to  the  time 
of  his  death,  less  payments  of  debts  owed,  forms 
the  principal  of  his  estate ;  any  interest  accrued 
at  the  time  of  the  testator's  death,  and  any  divi- 
dends received  after  his  death,  but  which  were 
declared  previous  to  it,  also  form  an  addition  to 
the  principal.  The  income  should  be  so  ar- 
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ranged  as  to  show  the  source  from  whence  it  is 
derived,  and  how  it  is  disposed  of. 

All  money  received  by  the  executor  should  be 
deposited  in  a  bank  in  the  name  of  the  estate, 
due  explanation  being  kept  in  the  check-book  as 
to  the  nature  of  each  payment.  All  money 
should  be  paid  out  by  check;  thus  complete 
records  of  all  receipts  and  payments  will  be 
found  in  the  check-book. 

Books  to  be  kept  are  the  Check-Book,  Cash- 
Book,  Journal,  and  Ledger. 

The  Cash-Book  would  record  all  cash  receipts 
and  disbursements  and  the  balance  on  hand. 
The  Journal  would  contain  a  copy  of  the  will, 
and  then  all  entries  appertaining  to  the  estate, 
such  as  adjusting  accounts,  increase  or  decrease 
in  values,  etc.  The  Ledger  would  contain  all  en- 
tries duly  posted  to  the  different  accounts. 

The  remuneration  of  an  executor  is  five  per 
cent,  on  the  first  thousand  dollars  received  and 
paid  out,  two  and  one-half  per  cent,  on  the  next 
ten  thousand  dollars,  and  one  per  cent,  on  all 
over  eleven  thousand.  The  commissions  for 
trustees,  assignees,  administrators,  and  re- 
ceivers are  generally  on  the  same  basis. 

The  fees  here  mentioned  apply  strictly  to 
New  York.  Eeference  must  be  made  to  records 
of  each  state,  as  to  what  commission  an  executor 
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is  entitled,  in  that  particular  state  where  an 
estate  is  to  be  settled. 

In  making  up  a  statement,  the  executor 
charges  himself  with  the  value  of  the  estate  as 
shown  by  the  inventory,  with  any  increases  in 
value  of  property,  and  with  the  amount  of  the 
income;  he  credits  himself  for  all  decreases  in 
value,  for  uncollected  debts,  for  all  debts  paid, 
and  for  any  amounts  paid  to  beneficiaries. 
Upon  the  completion  of  his  administration  and 
the  executor's  papers  are  accepted  by  the  court, 
they  become  conclusive  upon  all  parties,  and  the 
account  is  said  to  be  judicially  settled. 

The  following  is  a  summary  statement  filed 
in  the  Surrogate's  Court,  showing  the  rendering 
of  such  a  statement : 

Summary  Statement  of  A.  B.  Cox,  Executor  of 
the  Estate  of  Wm.  Johnson,  deceased. 

I,  A.  B.  Cox,  as  executor,  charge  myself  as  follow*: 
As  to  principal. 

Amount   of  Inventory    $130,000.00 

Increase    In    value    of    securities 

(schedule    A)     10,000.00 

Interest  and  dividends  received 
(accrued  at  death  of  tea- 
tator)  (schedule  B) 1,900.00 


$161,000.00 
I  credit  myself  with: 
Payments    of    funeral     expenses, 
care    of    estate,    payment    of 

debts,  etc.    (schedule  C) $4,100.00 

Balance  of  principal...  $157,800.00 
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As  to  income. 

I  charge  myself  with : 

Interest  and  dividends  received, 
accrued  after  death  of  tes- 
tator (schedule  D) $ 25,000.00 

I  credit  myself  with: 

Paid  taxes,  stationery,  and  other 

expenses    (schedule   E) $1,000.00 

Payments    made   to   Legatees   at 

various   times    (schedule    F)     12,000.00 

13,000.00 

Balance  of  income  $12,000.00 


Available    for     further 

payments  to  legatees  $169,800.00 

Decree  of  Surrogate's  Court. 

Due  to  widow,  specific  bequest  $50,000.00 

Due  to  son  17,900.00 
Commission  to  executor  to  date  of  this 

accounting  361.00 

Commission  to  executor  on  final  distribution  1,698.00 

Amount  due  to  residuary  legatee  99,841.00 

$169,800.00 


TBUSTEES. 

Trustees  are  persons  having  charge  of  prop- 
erty of  some  other  person,  usually  appointed 
by  a  court  and  bound  by  the  terms  of  the  trust 
over  which  they  have  been  appointed. 

ASSIGNEES. 

Assignees  are  persons  appointed  by  parties 
who  have  made  an  assignment  of  their  property 
for  the  benefit  of  creditors,  and  whose  appoint- 
ment is  subject  to  the  approval  of  the  court. 


Inventory  as  filed  by  executor  : 

Stocks  and  Bonds 7S.OOO.OO 

Bonds  and  Mortgage* 70.000.00 

Cash  in  bank 6.000.00  160.000.00 

Schedule  A 

Increase  in  value  of  Securities 

Stocks  and  Bonds  sold  for 85.000.00 

Listed  in  Inventory 75.000.00 

Net  Increase 10.000.00 

Schedule  B 
Interest  and  Dividends  accrued  at  date  of  death : 

Interest  on  Bonds  and  Mortgages  100.00 

Dividends  on  Stocks  and  Bonds 1.000.00  1.900.00 

Schedule  C 

Payments  out  of  Principal: 

Funeral  expenses 1.260.00 

Debts  of  testator 2.260.00 

Probating  Will 600.00 

Publishing  Citations 100.00  4.100.00 

Schedule  D 

Interest  and  Dividends  accrued  after  death  oi 
Testator : 

Interest  on  Bonds  and  Mortgages 16.000.00 

Dividends  on  Stocks  and  Bunds 10.000.00  25.000.00 

Schedule  E 

Payments  out  of  Income  for  items  accrued  since  death: 

Taxes 260.00 

Stationery LM  00 

Executor's  Bond   500.00 

Rent  Safety  Deposit  Box, 126.00  1.000.00 

Schedule  F 

Payments  to  Legatees  out  of  Income: 

Nephew  4.000.00 

Niece 4.000.00 

Widow 4.000.00  12.000.00 
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RECEIVERS. 

Receivers  are  persons  appointed  by  a  court  to 
take  charge  of  a  corporation  whose  affairs  may 
be  in  a  state  of  financial  distress,  or  in  cases  of 
partnership,  where  one  partner  applies  to  the 
court  for  the  appointment  of  a  receiver  regard- 
ing that  partner's  interest  in  the  firm's  prop- 
erty. 

The  accounts  kept  by  receivers,  trustees,  and 
assignees  are  usually  prepared  and  kept  in  the 
same  manner  as  those  of  executors,  and  what 
has  been  said  regarding  the  directions  for  keep- 
ing an  executor's  account  may  be  applied  here. 

QUESTIONS  ON  TEXT. 

1.  Can  the  voucher  system  be  introduced  in 
an  ordinary  set  of  books  without  much  changing 
the  accounts? 

2.  Describe  fully  a  consignment  account. 

3.  (a)  Give  in  your  own  language  the  duties 
of  an  executor  and  an  administrator.    (6)  With 
what  accounts  is  he  charged  and  with  what  ac- 
counts is  he  credited  in  making  up  his  statement 
for  presentation  to  the  court? 

4.  (a)   How  would  you  record  a  consignment 
sent   by   a   merchant?      (b)    How   would   you 
record  the  same  in  the  books  of  the  consignee? 

5.  What  is  the  voucher  system? 
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6.  (a)  What  is  the  order  of  paying  the  debts 
of  a  testator?    (b)  Should  the  executor  or  ad- 
ministrator place  the  money  received  from  the 
estate  to  his  own  credit,  if  not,  to  whose  credit? 

7.  (a)  What  is  an  executor  and  by  whom  is 
he  appointed?     (b)  What  is  an  administrator 
and  by  whom  is  "he  appointed! 

8.  (a)  What  are  branch  houses?    (b)  How 
are  the  books  kept  in  the  head  office?  (c)  In  the 
branch  office? 

9.  Define  and  differentiate  an  assignee  and 
a  receiver. 

10.  Give  your  own  ideas  on  the  advantages  or 
disadvantages  of  the  voucher  system. 

ORIGINAL  QUESTIONS. 

1.  You  are  retained  to  open  books  for  the  ex- 
ecutor of  A.  B.,  deceased.    Mention  the  books 
that  you  would  procure  and  the  accounts  that 
you  would  ordinarily  open.     State  from  what 
documents  you  would  get  the  information  on 
which  to  found  book  entries. 

2.  Give  a  rule  for  adjusting  partners'  ac- 
counts (a)  when  the  gains  or  losses  are  to  be 
divided  in  proportion  to  each  partner's  invest- 
ment and  the  time  it  remains  in  use,  (b)  when 
the  proportion  of  gain  or  loss  is  fixed  and  in- 
terest is  calculated  on  excess  or  deficit  of  capital. 

3.  A  trading  corporation  votes  to  go  into  vol- 
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tmtary  liquidation,  the  directors  (three  in  num- 
ber) being  appointed  trustees,  to  realize  upon 
the  assets  and  pay  the  debts.  What  change,  if 
any,  should  be  made  in  the  books  of  the  corpora- 
tion and  how  should  the  trustees'  transactions 
be  recorded! 

4.  Describe  the  most  complicated  form  of 
cash-book  with  which  you  are  acquainted,  show- 
ing its  functions,  the  sources  from  which  its 
materials  are  derived  and  where  its  results  are 
carried 

5.  On  what  are  the  accounts  of  an  executor 
based?    In  preparing  his  account,  with  what 
does  the  executor  charge  himself  and  for  what 
does  he  claim  credit! 

6.  What  results  are  sought  to  be  secured  in 
the  keeping  of  accounts  with  Branch  Houses! 
Under  what  circumstances  would  you  debit  or 
credit  such  accounts?    What  would  the  balance 
of  any  such  account  show! 

7.  What  is  meant  by  good-will?  What  kind  of 
property  is  good- will!    May  the  good- will  of  a 
partnership  be  sold! 

8.  A  wholesale  grocery  house  has  several  out- 
door salesmen,  both  in  and  out  of  the  city,  who 
are  paid  commissions  on  their  sales.    What  are 
the  danger  points  to  be  noted,  and  how  would 
you  arrange  the  books  and  accounts  to  protect 
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your  client  against  the  payment  of  commissions 
not  earned? 

9.  State  the  purpose  of  (a)  consignment  ac- 
count, (b)  shipment  or  adventure  account,  (c) 
adventure  joint  account,  (d)  merchandise  com- 
pany account.  Describe  how  each  should  be 
opened,  conducted  and  closed. 
10.  Outline  a  statement  of  assets  and  liabili- 
ties and  an  annual  statement  of  operations  of  a 
manufacturing  corporation.  State  how  you 
would  treat  each  of  the  following  items:  (a) 
interest  paid  in  advance  not  fully  earned,  (b) 
insurance  unexpired,  (c)  interest  accrued,  (d) 
outlay  of  labor  and  material  on  goods  not  fully 
manufactured,  (e)  material  to  be  delivered  to 
complete  contracts  charged  up  in  full,  (/)  de- 
preciation of  plant,  (^r)provision  for  future 
losses  on  present  outstandings. 


PAET  X. 

TREATMENT   OF   BAD   AND   DOUBTFUL  DEBTS. 

Doubtful  debts  may  be  said  to  be  those  ac- 
counts from  debtors  whose  balances  are  past 
due,  but  whose  payment  may  still  be  expected. 
Bad  debts  are  those  which  because  of  the  debt- 
or's failure  or  for  some  unaccountable  reason 
will  never  be  received. 

Debtors'  accounts  should  usually  be  divided 
into  three  classifications:  good,  doubtful,  and 
bad.  Accounts  to  be  considered  good  are  those 
which  are  always  promptly  paid  on  or  before 
maturity,  and  should  be  collected  in  one  sum  as 
Accounts  Eeceivable,  Good. 

As  soon  as  a  debt  is  past  due  and  unpaid,  al- 
though not  considered  entirely  bad,  the  account 
should  be  posted  to  a  Doubtful  Account  Ledger, 
and  the  debts  therein  stated  should  still  be 
treated  as  an  asset  in  the  Balance  Sheet.  When 
an  account  has  been  finally  adjudged  hopelessly 
lost,  either  under  the  Statute  of  Limitations  or 
from  the  failure  of  the  debtor  having  no  assets 
and  being  declared  a  bankrupt,  the  account 
should  be  considered  bad  and  written  off  into  a 
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Bad  Debts  Account,  and  at  end  of  the  period 
should  be  wiped  out  into  the  Profit  and  Loss 
Account. 

Here  it  is  well  to  add  that  an  account  should 
never  be  written  off  to  the  Bad  Debts  Account 
until  it  is  considered  entirely  lost,  for  an  ac- 
count once  written  off  is  entirely  lost  track  of 
and  the  chances  of  its  recovery  are  very  meagre. 

Again,  provision  may  be  made  for  loss  on  Bad 
and  Doubtful  Debts,  by  crediting  periodically  an 
account  headed  Eeserve  for  Bad  Debts  with  an 
amount  to  meet  unexpected  losses,  and  charg- 
ing correspondingly  the  Profit  and  Loss  Ac- 
count. So,  as  soon  as  a  debt  has  been  found  bad 
it  is  charged  to  the  Bad  Debt  account,  and  thus 
at  all  times  a  provision  for  probable  or  possible 
losses  is  made. 

SUSPENSE  ACCOUNT. 

A  Suspense  Account  may  be  said  to  be  such 
an  account  as  contains  items  which  through 
some  reason  have  not  or  cannot,  for  the  time 
being,  be  posted  to  their  proper  accounts  and 
may  be  either  an  asset  or  a  liability,  depending 
upon  the  side  on  which  the  excess  over  the  other 
lies. 

When  money  is  received  from  some  source, 
the  origin  or  purpose  of  which  is  unaccounted 
for,  such  amount  should  be  credited  to  a  Sus- 
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pense  Account  pending  the  discovery  of  the 
sender  or  the  purpose  for  which  the  payment 
is  to  be  applied 

Again,  money  may  be  received  from  some 
source  for  one  purpose,  while  the  firm  may  con- 
tend it  is  for  another  purpose,  and  pending  the 
adjustment  of  the  dispute  the  amount  should  bo 
carried  to  a  Suspense  Account 

From  what  has  been  said  above  it  may  be  de- 
duced that  no  account  except  such  as  has  been 
spoken  of  herein,  should  be  treated  as  a  Sus- 
pense Account. 

LOOSE  LEAF  SYSTEM  AND  CARD  SYSTEMS. 

The  Loose  Leaf  System  and  Card  System  of 
keeping  Ledger  Accounts,  have  come  into  vogue 
during  recent  years,  and  have  resulted  in  many 
advantages.  The  keeping  or  posting  to  such 
Ledger  Systems  is  the  same  as  that  of  any  ordi- 
nary Ledger,  hence  it  is  not  necessary  to  explain 
the  keeping  of  Ledger  accounts  under  this  ar- 
rangement, since  these  systems  imply  nothing 
more  than  the  regular  Ledger,  save  that  they 
are  loose  instead  of  bound. 

The  advantages  of  this  method  of  keeping  ac- 
counts may  be  briefly  stated : 

1.  Accounts  when  once  paid  may  be  at  once 
removed  and  filed  away,  thus  keeping  only  live 
accounts  constantly  before  one. 
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2.  The  accounts  may  be  arranged  in  any  or- 
der, either  alphabetically  or  by  pages,  and  the 
order  may  be  changed  at  any  time  to  suit  the 
individual  requirements  of  the  concern. 

3.  As  soon  as  one  card  or  sheet  relating  to 
any  account  is  completely  filled  up,  another  card 
or  sheet  may  be  added  directly  in  back  of  the 
filled  one,  thus  keeping  the  accounts  together. 

4.  When  statements  are  to  be  written,  any 
number  of  cards  or  sheets  may  be  removed  from 
the  card  cabinet  or  leaf -binder  without  disturb- 
ing the  other  sheets  or  cards,  which  may  in  the 
meantime  be  posted  or  used  for  other  purposes. 

5.  The  Trial  Balance,  and  thus  also  the  Bal- 
ance Sheet,  are  very  much  more  quickly  pre- 
pared, since  it  is  unnecessary  to  wade  through 
numerous  dead  accounts,  for  as  explained  above 
(in  1)  only  live  accounts  are  retained,  a  fact 
which  greatly  facilitates  the  preparation  of  the 
statement. 

There  are  many  disadvantages,  apparent  to 
all,  however,  which  need  not  be  gone  into  here  in 
detail.  Briefly  stated,  they  are  the  constant 
dread  of  losing  accounts  through  carelessness, 
since  they  are  constantly  being  taken  out  and 
referred  to,  and  also  the  courts'  more  or  less 
objection  to  books  or  accounts  kept  on  this  sys- 
tem, since  matters  objectionable  can  be  easily 
abstracted  and  become  difficult  to  prove. 
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AVERAGE  DUE  DATE. 

The  Average  Due  Date  of  an  account  is  a  date 
upon  which  all  the  various  sums  falling  due  at 
different  times  may  be  paid  so  as  to  settle  the 
account  with  one  payment  on  a  particular  duo 
date,  or  what  is  called  in  mathematics  the 
equated  time. 

The  rule  is  as  follows :  First  find  the  due  date 
of  each  item,  then  settle  on  the  earliest  date,  and 
multiply  the  amount  of  each  item  by  the  num- 
ber of  days  intervening  between  the  due  date  of 
that  item  and  the  date  first  assumed.  Add  up 
the  amounts  and  the  products,  and  divide  the 
total  products  by  the  sum  of  the  amounts.  The 
quotient  will  be  the  number  of  days  between  the 
date  first  assumed  and  the  average  due  date. 

Thus  suppose  that  the  following  sums  are  due 
to  and  by  a  concern  on  the  dates  given.  To  find 
the  date  upon  which  a  check  should  be  sent  to 
settle  the  balance  would  be  as  given  on  succeed- 
ing page. 

In  this  problem  the  account  is  represented  on 
both  sides,  and  it  is  necessary  to  subtract  the 
total  credit  amounts  from  the  total  debits,  and 
divide  their  difference  into  the  difference  be- 
tween the  sums  of  the  products  of  both  sides. 
The  quotient  will  be  the  number  of  days  after 
the  earliest  assumed  date,  which  gives  the  day 
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upon  which  the  balance  ought  to  be  paid.  Thus 
subtract  800  from  2,600  and  we  have  1,800.  Sub- 
tract 19,000  from  66,600  and  we  have  47,600. 
Divide  47,600  by  1,800  and  we  have  26  days. 
January  4,  the  assumed  date,  plus  26  days  will 
give  January  30  as  the  date  upon  which  the  bal- 
ance should  be  paid. 
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INTEBEST  ON    CUBBENT  ACCOUNTS. 

A  Current  Account  may  be  said  to  be  an  ac- 
count, as  described  above,  representing  charges 
and  credits  rendered  for  fixed  periods. 

Interest  is  usually  charged  on  accounts  cur- 
rent, that  is,  it  is  charged  on  debit  balances  and 
allowed  on  credit  balances.  The  interest 
charged  and  allowed  is  written  in  the  account 
current  in  the  Ledger,  and  the  balance  is  in- 
cluded in  the  amount  still  owing,  as  the  new  bal- 
ance at  beginning  of  the  next  period. 

There  are  many  ways  in  which  the  accounts 
with  interest  are  stated,  but  they  are  worked  out 
mainly  by  means  of  interest  numbers  or  by  pro- 
ducts. In  the  interest  method,  the  interest  is 
simply  found  on  each  principal  by  the  ordinary 
interest  method  and  is  brought  down  with  the 
balance  still  due  at  the  end  of  the  closing  period 
as  the  new  total  at  beginning  of  the  new  period 

The  rule  for  arriving  at  the  interest  by  the 
use  of  products  is  as  follows:  Multiply  each 
item  in  the  account  by  the  number  of  days  from 
its  date  in  the  account  to  the  settlement  date. 
Add  the  products  on  both  the  debit  and  the 
credit  sides,  find  their  difference,  multiply  it  by 
twice  the  rate  per  cent.,  and  divide  this  new 
product  by  73,000.  The  result  will  be  the  in- 
terest on  the  account. 
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The  following  represents  John  Jones'  Cur- 
rent Account: 

June  1.  To  Balance....  $200.00      July   1.  Cash $200.00 

July    1.  Mdse 300.00       Sept.  1.  Cash   250.00 

Aug.  1.  Mdse 200.00      Dec.    1.  Cash 200.00 

Sept.  1.  Mdse 400.00 

Dec.   1.  Mdse.     200.00 

By  means  of  the  system  of  products  the  form 
would  be  as  given  on  page  following,  interest  5 
per  cent. 

Should  the  interest  on  the  debit  and  the  credit 
sides  be  at  various  rates,  the  products  would 
have  to  be  totaled  on  each  side  first.  Then 
multiply  each  product  by  twice  the  rate  of  per 
cent  applicable  to  that  side,  extract  the  differ- 
ence and  divide  that  difference  by  73,000. 

JOINT  AND  VENTURE  ACCOUNTS. 

A  Joint  Account  is  a  trading  account  between 
two  or  more  people,  kept  for  the  purpose  of  re- 
cording commercial  transactions  of  a  particu- 
lar kind,  usually  of  a  temporary  nature,  with 
the  resultant  profit  or  loss  on  the  venture.  A 
Venture  Account  is  a  trading  account,  only  the 
trading  is  of  a  nature  outside  of  the  regular  or- 
der of  business.  The  method  of  keeping  of  these 
accounts  is,  however,  the  same. 

The  account  is  charged  with  all  merchandise 
purchased,  and  is  credited  with  all  sales.  It  is 
also  charged  with  all  expenses  attached  to  ship- 


Hi 

O  CO 

.838 


Pi 

~ 


SI 


a)  *O   •»•> 

iiil11!" 

oOu« 


9    4) 

11  QQ 


oo      oo 


174  THEORY   OF   ACCOUNTS. 

ment,  etc.  The  excess  of  the  credit  side  over 
the  debit  side  indicates  the  net  profit  on  the 
venture,  which  would  be  apportioned  as  agreed 
among  the  parties  interested  in  the  venture. 

For  instance,  Gray  &  Black  enter  into  a 
venture  and  Gray  buys  the  goods  for  $2,000 
which  are  shipped  to  Black,  who  in  turn  pays 
freight,  insurance,  and  other  charges  on  same 
amounting  to  $125,  and  also  sells  the  goods  for 
$2,600,  which  amount  he  receives.  An  account 
to  show  the  profit  on  the  venture,  and  the 
amount  due  by  Black  &  Gray,  would  be  as  fol- 
lows: 

Joint  Account. 

Purchase    of    goods  Sales    (Black)    $2,600.00 

(Gray)     ..........   $2,000.00 

Freight,  Insurance, 

other  charges 

(Black)  125.00 

Gray's  share  Profits.  237.50 
Black's  share  Profits  237.50 


$2,600.00  $2,600.00 

Gray's  Capital  Account. 

Bal.  due  from  Black.  $2,237.50      By     Joint     Account 

(Pur.)     $2,000.00 

Share   Profits    237.50 


$2,237.50  $2,237.50 

Black's  Capital  Account. 

To     Joint     Account  By     Joint     Account 

Sales     $2,600.00  miscellaneous  ex- 

penses   charges     . . .      $125.00 

Share  Profits    237.50 

Balance   due   Gray...    2,237.50 

$2,600.00  $2,600.00 
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QUESTIONS  ON  TEXT. 

1.  Describe  the  bad  debt  account. 

2.  What  is  an  account  current?   Give  a  rule 
by  which  you  find  the  interest  on  an  account  cur- 
rent. 

3.  What  is  an  average  due  date  and  give 
manner  of  calculating  the  same. 

4.  How  are  joint  and  venture  accounts  keptl 

5.  Describe  a  suspense  account. 

6.  How  should  bad  and  doubtful  debts  be 
treated? 

7.  Describe    the    advantages    and    disad- 
vantages of  the  card  and  loose  leaf  system  of 
keeping  records  and  books. 

8.  Into  how  many  classes  are  debtors'  ac- 
counts usually  divided!   Name  them. 

9.  What  are  joint  and  venture  accounts! 

10.  How  may  provision  be  made  for  loss  on 
bad  accounts? 

ORIGINAL  QUESTIONS. 

1.  The  following  are  accounts  commonly  em- 
ployed in  brewery  bookkeeping :  cooperage,  cap- 
ital stock,  brewing  materials,  customers'  loans, 
revenue  stamps,  notes  payable,  wages  (brewery- 
men),  advertising,  repairs,  fuel,  collection  ex- 
pense, salaries  (official  and  clerical),  stable  sup- 
plies and  expense,  sales,  cash,  freight  and  cart- 
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age  (inward),  returned  beer,  wages  (drivers 
and  stable-men),  freight  and  cartage  (out- 
ward), interest,  manufacturing  expense,  insur- 
ance, profit  and  loss,  real  estate,  bonded  debt. 
Classify  the  above  mentioned  accounts  for 
ledger  and  financial  statement  purposes. 

2.  At  the  close  of  a  fiscal  period  how  are  con- 
signed goods  treated  on  the  ledger  and  balance 
sheet  of  (a)  the  consignor,  (ft)  the  consignee? 

3.  How  should  executors '  and  administrators ' 
accounts  be  stated  for  the  purpose  of  filing  in 
court?    What  does  the  summary  of  accounts 
usually  include?   What  are  assets  of  the  estate? 
When  are  dividends,  interest  and  rents  to  be 
treated  as  principal?     Define  an  intermediate 
account.    What  is  a  final  account?    With  what 
does  the  executor  charge  himself?    For  what 
does  he  take  credit? 

4.  Give  several  methods  of  keeping  the  rec- 
ords of  petty  accounts  and  accounts  with  infre- 
quent customers. 

5.  Describe  a  sinking-fund.    How  should  the 
account  of  such  a  fund  be  conducted  in  the  case 
of  a  manufacturing  corporation  that  bonds  its 
works  for  $100,000,  payable  in  20  years,  and 
wishes  to  accumulate  during  that  period  the 
sum  necessary  to  retire  the  bonds  at  maturity? 

6.  Mention  the  economies  claimed  to  result 
from  the  use  of  loose  leaves  and  cards  instead 
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of  bound  books  in  bookkeeping.    Do  yon  ap- 
prove or  disapprove  of  this  innovation!   Why? 

7.  What  is  the  duty  of  the  assignee's  account- 
ant in  the  case  of  an  assignment!    How  is  tho 
inventory  stated!    What  are  included  in  the 
schedules !   How  is  the  assignee 's  account  stated 
for  submission  to  the  court!    What  does  the 
summary  of  account  usually  include!     With 
what  does  the  assignee  charge  himself!      For 
what  does  he  take  credit! 

8.  Give  a  rule  for  averaging  an  account  not 
yet  due,  for  the  purpose  of  settling  by  note. 

9.  Describe  the  following  business  forms  and 
state  how  they  relate  to  and  affect  your  books  of 
account:   (a)  domestic  draft  drawn  at  10  days 
sight  and  duly  accepted,  (6)  an  invoice,  (c)  a 
bill  of  lading,  (d)  an  account  sales,  (e)  an  ac- 
count current. 

10.  A  company  leases  for  a  term  of  50  years 
certain  unimproved  property  for  factory  pur- 
pose, paying  a  ground  rent  therefor  of  $1,000  a 
year.  The  company  erects  certain  buildings  at 
a  cost  of  $40,000,  which  are  to  pass  to  the  owner 
of  the  fee  at  the  termination  of  the  lease.  With- 
out going  into  the  mathematics  of  the  matter, 
state  how  you  would  treat  this  proposition  in 
the  books  of  account 
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PLANT  AND   MACHINEBY   ACCOUNT. 

The  Plant  and  Machinery  Account  is  designed 
to  show  on  the  debit  side  the  amount  paid  for 
the  plant  and  the  machinery,  and  on  the  credit 
side  all  amounts  received  from  the  sale  of  any 
of  the  plant  or  machinery.  The  balance  should 
show  the  book  value  of  the  machinery,  and  is 
treated  as  an  asset  in  the  Balance  Sheet. 

When  new  machinery  is  purchased  to  replace 
some  of  the  old  machinery,  the  old  machinery  is 
usually  sold  and  the  Plant  and  Machinery  Ac- 
count is  credited  for  the  money  received  for  such 
sales.  The  balance  of  the  old  machinery  ac- 
count must  be  charged  to  the  Profit  and  Loss 
Account,  so  that  the  Plant  and  Machinery  Ac- 
count will  have  a  new  balance  representing  the 
purchase  price  of  the  new  machinery. 

As  has  already  been  said  when  treating  the 
distinction  between  Capital  Expenditure  and 
Revenue  Expenditure,  no  amount  for  repairs, 
etc.,  must  be  charged  to  the  Plant  and  Ma- 
chinery Account,  unless  it  has  in  some  sense  in- 
creased the  earning  capacity  of  the  machinery. 
If  the  expenses  have  merely  kept  the  machinery 
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at  its  ordinary  capacity,  the  expenses  should  be 
charged  to  Revenue  and  not  to  Capital 

MAINTENANCE  ACCOUNT. 

Maintenance  is  the  title  of  an  account  kept  to 
show  the  expenditures  incurred  from  time  to 
time  for  repairing  plants,  fixtures,  buildings, 
etc.,  in  order  to  keep  these  fixed  assets  in  a  state 
of  working  order,  or  in  keeping  up  the  assets' 
present  efficiency.  The  account  at  the  end  of 
the  period  is  wiped  out  into  the  Profit  and  Loss 
Account. 

BEPAIB   AND   BENEWAL. 

A  Repair  and  Renewal  Account  is  an  account 
kept  to  show  the  amount  of  expenditures  made 
from  time  to  time  for  repairing  and  renewing 
plants  and  machinery  to  keep  them  in  a  state  of 
working  capacity,  and  the  balance  at  the  end 
of  the  period  is  closed  out  into  the  Profit  and 
Loss  Account.  Any  expense  which  in  any  way 
increases  the  utility  of  the  machinery  should  bo 
charged  to  the  Plant  and  Machinery  Account 
proper,  and  under  all  other  circumstances  to  the 
Repair  and  Renewal  Account. 

The  amount  necessary  to  repair  machinery 
varies  every  year,  particularly  as  machinery  be- 
comes older,  and  naturally  the  profit  is  also 
decreased  by  increased  repairs.  In  order  to 
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equalize  the  profits,  it  is  suggested  that  a  fixed 
sum  should  be  charged  to  the  Profit  and  Loss 
Account,  and  the  Eepair  and  Benewal  Account 
credited,  to  which  latter  account  all  repairs 
would  then  be  charged.  This  will  create  a  re- 
serve for  repairs  and  renewals,  and  this  reserve 
is  treated  as  a  liability  in  the  Balance  Sheet 

CONSTRUCTION   ACCOUNT. 

This  account  is  designed  to  show  the  expendi- 
tures or  cost  incurred  in  erecting  buildings 
equipping  or  constructing  railroads,  ships,  pri- 
vate or  public  buildings,  plants,  etc.,  forms  part 
of  the  capital  expenditure,  and  is  treated  in  the 
Balance  Sheet  as  part  of  the  assets  of  a  busi- 
ness. The  account  is  mainly  used  by  contrac- 
tors, shipbuilders,  railroad  shops,  etc. 

BONUS  ACCOUNT. 

A  Bonus  Account  is  an  account  in  a  corpora- 
tion's Ledger  showing  the  amount  donated  by 
that  corporation  in  remuneration  for  value  re- 
ceived or  services  rendered,  or  it  may  be  the 
inducement  given  in  shares  of  the  corporation 
to  a  purchaser  of  some  of  the  other  shares.  The 
corporation  perhaps  desires  to  raise  additional 
working  capital,  and  as  an  inducement  offers  to 
give  every  purchaser  of  ten  shares  preferred 
stock,  two  shares  of  common  stock  as  a  bonus. 
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The  Bonus  Account  should  be  charged  at  end 
of  a  period  to  the  Profit  and  Loss  Account  or  it 
may  be  closed  out  by  instalments  through  a 
period  of  years  to  the  Profit  and  Loss  Account, 
so  that  the  burden  of  the  loss  will  not  fall  en- 
tirely on  one  year. 

BONDS. 

A  bond  is  a  promise  in  writing  or  print,  un- 
der the  seal  of  an  individual,  firm,  or  corpora- 
tion, to  pay  in  full  at  a  specified  time.  The 
party  signing  the  bond  is  called  the  obligor,  and 
the  party  who  purchases  the  bond  the  obligee. 

Bonds  issued  usually  bear  a  fixed  rate  of  in- 
terest and  expire  on  a  given  date. 

Bonds  are  issued  by  the  state  and  by  the  city, 
and  while  bearing  a  fixed  rate  of  interest  do  not 
carry  ordinarily  any  security  except  the  confi- 
dence of  the  people  in  the  government.  The 
bonds  issued  by  individuals  or  corporations, 
however,  are  generally  secured  by  a  mortgage 
on  the  obligor's  real  property. 

The  essential  features  of  a  bond  are  accept- 
ance, proper  parties,  signature,  seal,  and  deliv- 
ery. The  obligor  who  binds  himself,  and  the 
obligee  to  whom  the  obligor  is  bound,  are 
usually  the  main  parties  to  every  bond.  The 
seal  is  one  of  the  most  important  requirements 
of  a  bond,  as  by  its  use  the  bond  is  distinguished 
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from  ordinary  negotiable  instruments,  such  as 
notes.  The  delivery  and  the  acceptance  are  also 
very  important  features  of  the  bond,  for  while  it 
may  be  delivered  in  escrow  as  a  deed,  there  is 
no  complete  delivery  of  it  as  a  bond  until  the 
obligee  has  accepted  the  bond. 

There  are  several  kinds  of  bonds.  Eegistered 
bonds  are  payable  to  holders  only,  and  cannot  be 
transferred  unless  by  an  assignment.  Coupon 
bonds  are  bonds  of  a  corporation  issued  with 
interest  coupons  attached.  The  bond  states  the 
principal,  and  the  coupons  the  interest  due  each 
quarter  or  half  year.  The  coupon  is  detached 
when  the  interest  falls  due  and  may  be  deposited 
in  a  bank  for  presentation  and  collection.  In- 
come bonds  are  those  issued  as  security,  pledg- 
ing the  income  of  a  corporation  for  the  payment 
of  specified  sums.  Mortgage  bonds  are  securi- 
ties issued  by  a  company  to  raise  money,  and 
constitute  a  lien  upon  such  property  as  real  es- 
tate and  machinery.  Mortgage  bonds  usually 
bear  a  fixed  rate  of  interest,  which  is  one  of  the 
fixed  charges  against  the  company's  income. 
Debenture  bonds  may  be  said  to  be  bonds  issued 
in  much  the  same  manner  as  shares  are  issued 
to  preferred  stockholders,  and  the  holders  there- 
of may  be  termed  preferred  creditors.  These 
bonds  carry  a  fixed  rate  of  interest,  and  are 
usually  of  two  kinds :  those  which  are  redeem- 
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able  at  a  fixed  future  date,  and  those  that  may 
be  regarded  as  permanent  liabilities. 

Should  a  firm  or  corporation  desire  to  raise 
$50,000  on  bonds  against  their  real  estate,  the 
Treasury  Bond  Account  should  be  charged  with 
the  entire  $50,000  and  Bond  Account  credited. 
As  bonds  are  sold  and  cash  received,  the  Treas- 
ury Bond  Account  should  be  credited  and  the 
balance  there  showing  would  represent  the  bal- 
ance unsold.  It  would  be  more  correct  if  no 
entry  be  made  of  the  bonds  on  financial  books, 
except  as  they  are  sold.  They  will  then  be  cred- 
ited to  Bond  and  Mortgage  Account  through 
Cash-Book.  Thus  virtually  ignoring  account 
"Treasury  Bonds." 

The  treatment  of  bonds  for  $100,000  pur- 
chased at  $110,000,  redeemable  in  20  years,  with 
interest  at  4  per  cent.,  would  be  as  follows :  The 
Cash  Account  would  be  credited  with  $110,000, 
the  Bond  or  Investment  Account  would  be 
charged  with  the  par  value  of  $100,000,  and  the 
Bond  Premium  Account  charged  with  $10,000. 
The  Bond  Premium  Account  should  be  credited 
each  year  with  such  a  fixed  sum  of  the  interest 
received  as  will  wipe  out  the  account  at  ma- 
turity. In  the  problem  stated  the  Bond  Pre- 
mium Account  should  be  annually  credited  with' 
$500  of  the  $4,000  interest  received  for  a  period 
of  20  years.  At  the  end  of  this  period  the  Bond 
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Premium  Account  will  be  closed.  At  any  time 
previous  to  maturity  the  balance  of  the  Bond 
Premium  Account  added  to  the  Bond  or  Invest- 
ment Account  will  represent  the  value  of  the  in- 
vestment. When  the  bonds  are  redeemed  at  end 
of  20  years,  the  $100,000  then  received  would  be 
credited  to  the  Investment  Account  and  the  ac- 
counts would  all  be  closed. 

Should  the  bonds  described  above  be  pur- 
chased at  $90,000  the  Investment  Account  would 
be  charged  with  $100,000,  the  Cash  Account 
credited  for  $90,000,  and  the  Bond  Discount  Ac- 
count credited  for  $10,000.  The  Bond  Discount 
Account  would  be  charged  annually  for  a  period 
of  20  years  with  $500  and  the  Interest  Account 
credited.  At  end  of  the  20  years  the  discount  on 
bonds  would  be  closed  as  in  the  above  illustra- 
tion. The  balance  of  the  Bond  Discount  Ac- 
count deducted  from  the  par  value  of  the  In- 
vestment Account  at  any  time  prior  to  the 
maturity  of  the  bonds  would  show  the  value  of 
the  investment.  At  end  of  the  20  years  as  the 
$100,000  is  received  the  Investment  Account 
would  be  credited  and  closed. 

Amortization  of  bonds,  in  the  accountancy 
sense  of  the  word,  means  the  redemption  of  the 
bonds  issued,  by  means  of  Sinking  Funds. 


DEPRECIATION   ACCOUNT.  185 

DEPRECIATION   ACCOUNT. 

Depreciation  may  be  described  as  the  loss  in 
value  of  any  fixed  asset,  either  by  becoming  ob- 
solete or  by  wear  and  tear. 

Machinery  is  employed  in  manufacturing  ar- 
ticles, and  requires  constant  attention,  mrptmff% 
etc.,  to  keep  it  at  a  working  capacity,  and  usu- 
ally in  a  period  of  years  becomes  absolutely 
worthless  except  as  old  material.  The  nature  of 
the  Depreciation  Account  is  nothing  more  than 
a  charge  to  the  Revenue  Expenditure  Account 
and  a  decrease  in  the  value  of  the  shown  assets 
so  that  at  all  times  proper  value  of  the  ma- 
chinery may  appear  in  the  Balance  Sheet 

There  are  several  methods  of  allowing  for 
depreciation  on  machinery.  Assume  that  the 
plant  cost  $15,000  and  that  its  life  is  figured  at 
10  years,  at  end  of  which  time  its  break-up  value 
will  be  $1,500  or  10  per  cent,  of  its  original  cost, 
leaving  90  per  cent,  to  be  written  off  in  ten 
years.  Thus,  by  charging  the  Depreciation  Ac- 
count annually  with  $1,350  or  9  per  cent  per 
year  of  the  $15,000,  and  crediting  the  Deprecia- 
tion Reserve  Account  with  $1,350  (see  Deprecia- 
tion Reserve  farther  on),  the  value  of  the  ma- 
chinery less  the  Reserve  will  in  a  period  of  10 
years  be  brought  down  to  its  break-up  value  of 
$1,500.  The  balance  of  the  Machinery  Account 
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at  any  period  previous  to  the  10  years,  less  the 
existing  Eeserve,  would  represent  the  value  of 
the  machinery  at  that  particular  time. 

Again,  some  of  these  wasting  or  diminishing 
assets  depreciate  more  quickly  than  others,  as 
for  instance  work  horses,  and  it  is  sometimes  ad- 
visable to  revalue  entirely  the  value  of  such  as- 
sets, at  regular  periods,  so  that  the  value  may 
be  true,  and  to  charge  off  the  decrease  in  value 
to  the  Depreciation  Account. 

HIRE-PURCHASE   AGREEMENTS. 

It  has  been  a  custom  of  many  years '  standing 
for  furniture,  books,  musical  instruments,  and 
various  other  goods  to  be  sold  to  people  under 
hire-purchase  agreements  or  what  is  better 
known  as  on  the  instalment  plan.  The  goods  are 
immediately  delivered  but  are  payable  for  in  a 
period  of  years,  and  remain  the  property  of  the 
vendor  until  the  last  instalment  is  paid. 

There  are  various  ways  of  treating  these 
leases,  for  they  are  nothing  more  than  leases 
for  a  time,  and  that  is  as  follows :  Assume  that 
ten  pianos  are  purchased  at  an  annual  payment 
of  $500  for  5  years,  at  end  of  which  time  they  are 
to  become  the  property  of  the  purchaser.  In 
other  words  they  will  cost  $2,500  at  end  of  five 
years,  at  which  time,  however,  they  will  have 
so  depreciated  by  usage  that  they  are  worth  only 


QUESTIONS   ON   TEXT.  187 

$2,000.  The  pianos  must  not  be  treated  as  en- 
tire assets  until  the  end  of  5  years,  but  $500  is 
paid  annually  for  the  pianos,  and  it  is,  there- 
fore, proper  to  take  credit  in  the  Balance  Sheet 
under  the  Assets  for  the  $500  less  $100  which 
should  be  charged  to  the  Revenue  Expenditure 
Account.  Thus  $400  should  be  charged  annually 
to  the  pianos  accounts  and  at.  the  end  of  5  years, 
these  items  will  amount  to  $2,000,  the  value  of 
the  pianos,  at  the  time  when  they  became  the 
property  of  the  purchaser. 

QUESTIONS  ON  TEXT. 

1.  Should  a  reserve  account  be  created  for 
repairs  and  renewals! 

2.  What  is  a  maintenance  account,  and  in 
what  business  is  it  principally  used? 

3.  Describe  a  repair  and  renewal  account. 

4.  Mention  the  parties  to  a  bond,  and  their 
various  liabilities. 

5.  How    should    plant   and   machinery   be 
valued! 

6.  Should  repair  and  renewal  expenditures 
be  added  to  capital! 

7.  What  is  a  construction  account?. 

8.  What  are  bonds?    Describe  the  various 
kinds  of  bonds. 

9.  Describe  a  plant  and  machinery  account 
10.  Describe  a  bonus  account. 
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ORIGINAL  QUESTIONS. 

1.  Give  a  rule  for  averaging  the  maturity  of 
the  balance  of  an  account  containing  items  of 
various  dates  on  each  side. 

2.  Outline  an  entry  recording  bond  interest 
due  but  not  paid  at  time  of  making  the  entry. 
What  are  the  advantages  of  such  an  entry? 

3.  In  determining  who  are  entitled  to  partici- 
pate in  dividends  of  a  corporation,  what  general 
rule  governs  f    To  what  dividends  is  a  purchaser 
of  shares  entitled? 

4.  A  corporation  has  applied  to  have  its  Cap- 
ital Stock  reduced  so  as  to  wipe  off  past  losses. 
The  Directors  suggest  that  an  additional  sum 
should  at  the  same  time  be  written  off  its  ma- 
chinery so  as  to  anticipate  and  provide  for  ordi- 
nary Depreciation,  and  thus  save  this  charge 
annually  for  a  period  of  years  to  Profit  and 
Loss.     Give  reasons  for  or  against  this  pro- 
cedure and  how  this  reduction  would  affect  the 
stockholders  of  record  and  how  its  purpose 
should  be  accomplished. 

5.  What  is  a  contingent  liability?  Give  three 
examples.    For  what  purpose  and  in  what  form 
should  such  liabilities  appear  in  a  financial 
statement? 

6.  A  retail  book-store  agrees  to  deliver  cer- 
tain sets  of  books  at  $20,  on  payment  of  $2  down. 
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the  purchaser  agreeing  to  make  $3  payments 
for  each  of  the  six  months  next  following.  It 
is  expected  that  sales  on  this  plan  will  aggregate 
several  hundred  sets.  Suggest  a  method  of 
keeping  the  accounts,  so  that  results  may  be 
readily  shown. 

7.  Define  the  following  terms  as  used  in  fac- 
tory accounting :  Cost  of  production,  prime  cost, 
general    charges,    maintenance,    stores,    stock, 
stock  debit  or  credit  note,  store  keeper,  writing 
off. 

8.  Under  what  circumstances  is  a  patent  re- 
garded as  an  asset!    After  a  patent  has  been 
valued,  should  such  value  be  considered  as  per- 
manent?   Give  reasons  for  your  answer. 

9.  Define  the  following  terms :  Balance  sheet, 
reserves,  items  in  suspense,  surplus,  impair- 
ment. 

10.  In  a  statement  of  a  railway  corporation 
what  is  meant  by  fixed  charges,  funded  debt, 
floating  indebtedness,  maintenance  of  way, 
maintenance  of  equipment! 


PAET  xn. 

EESEEVB   AND   BESEBVB   FUNDS. 

A  reserve  is  a  certain  amount  set  aside  out 
of  the  profits,  and  is  created  by  charging  the 
Profit  and  Loss  Account  and  crediting  the  Ee- 
serve  or  Eeserve  Fund  Account.  The  reserve 
is  created  for  various  purposes,  especially  since 
it  is  not  good  policy  to  pay  away  the  entire 
amount  at  once  of  the  profit  earned  in  one 
period,  and  it  is  retained  so  as  to  strengthen 
both  the  capital  and  the  credit  of  the  concern. 

The  reserve  may  be  used  for  any  purpose 
whatsoever,  as  to  equalize  the  dividends  or  to 
meet  any  loss  incurred.  Again,  when  a  reserve 
is  opened  for  only  particular  purposes,  such  a 
Eeserve  Account  must  be  entitled  by  the  item 
for  which  it  is  created,  and  must  not  be  used  for 
any  other  purpose.  Such  account  may  be  Ee- 
serve for  Depreciation,  Eeserve  for  Bad  Debts, 
etc. 

A  reserve  cannot  be  created  so  long  as  a  loss 
exists,  or  while  any  item  such  as  preliminary  ex- 
penses is  included  in  the  Balance  Sheet.  To 
create  a  reserve,  properly,  a  profit  must  have 
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been  earned,  out  of  which  the  reserve  is  formed 
Different  terms  are  applied  to  reserves  in 
different  businesses,  such  as  Surplus,  Margin, 
Rest,  Reserve  Fund,  Reserve  Account,  Undi- 
vided Profits. 

The  particular  difference  between  a  Reserve 
Account  and  a  Reserve  Fund  is  this:  The  Re- 
serve Account  or  Reserve  Fund  Account  is  al- 
ways represented  by  a  credit  balance;  a  Re- 
serve Fund,  however,  must  show  a  debit  bal- 
ance, must  be  represented  by  special  invest- 
ments, and  is  an  asset  of  the  business. 

SINKING  FUND  AND  SINKING  FUND  ACCOUNT. 

A  Sinking  Fund  Account  is  a  certain  amount 
set  aside  out  of  capital  or  profits  by  a  charge  to 
Revenue  or  cash  and  a  credit  to  the  Sinking 
Fund  Account.  The  Sinking  Fund  is  created  by 
investing  an  amount  outside  the  business,  rep- 
resented by  the  Sinking  Fund  Account,  or  for 
payment  of  some  credit  balance  such  as  bonds 
and  mortgages,  and  is  allowed  to  accumulate  at 
compound  interest  for  the  purpose  of  redeem- 
ing a  certain  liability  at  some  fixed  date. 

The  main  distinction  between  a  Reserve  Fund 
and  a  Sinking  Fund  is  this.  The  former  is 
simply  created  for  a  contingency ;  while  the  lat- 
ter is  always  absolute.  The  Sinking  Fund  is 
created  for  the  purpose  of  liquidating  a  particu- 
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lar  debt  at  some  specified  time,  and  under  no 
circumstances  is  it  to  be  used  for  any  other 
purpose. 

For  example,  a  Sinking  Fund  of  $100,000  is 
to  be  raised  to  wipe  out  a  bonded  indebtedness 
at  maturity  in  ten  years.  The  Sinking  Fund 
could  be  created  as  follows :  First,  by  investing 
$10,000  cash  annually  for  a  period  of  ten  years 
and  charging  the  Sinking  Fund,  the  interest 
received  being  credited  to  the  Surplus  or 
Eeserve  Account;  or  secondly,  by  investing  such 
a  sum  annually  as  would,  with  the  compound  in- 
terest added,  amount  to  $100,000  in  ten  years. 
Thus  it  is  found  that  $1  invested  annually  at  6 
per  cent,  compound  interest  will  amount  in  ten 
years  to  $13.972.  Divide  $100,000  by  the 
$13.972  and  the  result  will  be  $7,157.17,  that  is 
the  amount  to  be  invested  annually  at  6  per  cent, 
compound  interest  which  will  amount  in  ten 
years  to  $100,000. 

REDEMPTION   FUND  ACCOUNT. 

A  Eedemption  Fund  Account  is  one  which 
shows  an  amount  set  aside  out  of  profits,  so  that 
by  the  time  some  funded  debt  or  other  obligation 
matures  there  will  be  a  sufficiency  of  profits 
carried  to  the  credit  of  the  account  which  will 
enable  the  debt  to  be  liquidated.  The  account 
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appears  on  the  credit  side  of  the  Ledger,  rep- 
resents the  undivided  profits,  and  is  a  part  of 
the  excess  of  assets  over  liabilities.  The  fond 
itself,  as  represented  by  cash  or  investments, 
would  be  a  debit  balance.  The  account  is  simi- 
lar to  a  Reserve  Account  and  what  has  been  said 
of  the  latter  applies  equally  to  the  treatment  of 
a  Redemption  Fund  Account. 

INVESTMENT   FUND. 

An  Investment  Fund  is  an  amount  showing  a 
debit  balance,  represents  a  sum  invested  usually 
in  property  or  securities  outside  of  the  business, 
and  may  be  reserved  for  any  purpose,  such  as  to 
earn  interest  or  to  pay  a  debt  Any  Reserve 
Fund  showing  a  debit  balance  and  represented 
by  investments,  may  be  properly  called  a  Re- 
serve Fund  Investment. 

CONTINGENT   FUND. 

A  Contingent  Fund  is,  as  its  names  implies,  a 
fund  set  aside  to  meet  a  contingency.  The  fund 
is  created  by  setting  aside  cash  or  other  assets, 
with  additions  made  thereto  at  various  times, 
so  that  if  at  a  future  time  some  unforeseen  con- 
tingency should  arise,  which  could  not  perhaps 
be  paid  out  of  any  other  funds,  the  Contingent 
Fund  may  be  used  for  the  payment  of  such 
unexpected  liability. 
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DEPRECIATION   FUND. 

The  Depreciation  Account  may  be  formed,  as 
already  explained,  either  by  charging  the  De- 
preciation Account  and  writing  down  the  as- 
cribed value,  thus  being  a  charge  to  Eevenue,  or 
it  may  be  a  sum  set  aside  out  of  profits  by  cred- 
iting the  Depreciation  Account,  to  which  all  de- 
preciations, etc.,  may  be  charged.  In  this  latter 
case  the  Depreciation  Account  is  a  liability. 

The  Depreciation  Fund  itself,  however,  is 
formed  by  periodically  investing  a  certain  por- 
tion of  the  book  value  of  the  machinery,  plants, 
fixtures,  etc.,  so  as  to  be  able  to  replace  these 
when  rendered  useless  by  the  lapse  of  time,  or 
by  wear  and  tear,  and  is  an  asset  of  the  business. 

Before  leaving  the  subject  of  funds  it  is  to  be 
noted  that  an  account  is  never  a  fund  unless 
represented  by  some  asset,  and  as  long  as  it  is 
merely  set  aside  out  of  profits  and  represents  a 
credit  balance,  it  is  an  account,  practically  a  re- 
serve and  not  a  fund. 

SECRET  RESERVES. 

This  account  is  rarely  met  with,  except  in  very 
large  monetary  concerns,  such  as  banks  and  in- 
surance companies.  Its  object  is  to  create  re- 
serves for  the  equalizing  of  dividends  or  profits ; 
for  in  such  institutions  the  accounts  are  subject 
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to  considerable  fluctuation.  To  create  secret  re- 
serves, if  the  profits  have  been  very  large,  the 
assets  are  written  down  in  order  to  keep  the 
profits  at  a  normal  figure,  or  assets  that  should 
be  included  are  omitted  entirely.  If  some  years 
happen  to  be  unprofitable  from  some  temporary 
cause,  the  assets  are  written  up  above  their 
values. 

Sometimes  the  creation  of  secret  reserves  has 
a  bad  effect,  for  this  might  be  done  for  the  pur- 
pose of  defrauding  shareholders  who  might  not 
ordinarily  know  the  value  of  the  assets,  or 
whether  or  not  they  had  really  all  been  included, 
and  often  dispose  of  their  holdings  unaware  of 
the  secret  reserve  existing  and  from  which  they 
are  being  defrauded. 

The  subject  of  secret  reserves  belongs  rather 
to  auditing  than  to  the  theory  of  accounts,  and 
the  student  is  referred  to  the  discussion  on 
secret  reserves  in  the  subject  on  auditing. 

QUESTIONS  ON  TEXT. 

1.  What  is  an  investment  fund? 

2.  What  are  secret  reserves? 

3.  Should  a  sinking  fund  be  represented  by 
a  specific  asset! 

4.  If  a  reserve  fund  is  designed  for  a  special 
purpose  can  said  fund  be  used  for  any  other  pur- 
pose? 
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5.  Define  redemption  fund. 

6.  Explain  the  use  of  a  contingent  fund. 

7.  Define  a  sinking  fund. 

8.  Define  a  depreciation  fund. 

9.  Define  a  reserve  fund. 

10.  Define  and  differentiate  fund  and  account. 

ORIGINAL  QUESTIONS. 

1.  Write  from  memory  the  form  of  a  bond 
coupon.    For  what  purpose  are  such  coupons 
employed  and  how  are  they  used?    Describe  a 
plan  for  the  care  of  paid  coupons  and  give  rea- 
sons for  the  use  of  such  a  plan. 

2.  Define  the  following:    (a)  stock,  (b)  cap- 
ital,   (c)   surplus,    (d)    deficiency,   (e)    capital 
stock,  (/)  preferred  stock,  (g)  common  stock, 
(h)  share  capital,  (i)  loan  capital. 

3.  State  the  process  of  making  a  trial  balance 
of  a  single  entry  ledger.    How  may  the  loss  or 
gain  be  determined  from  books  kept  by  single 
entry? 

4.  Define  the  following  accounting  and  busi- 
ness terms :  Floating  capital,  fixed  capital,  quick 
assets,   floating    liabilities,   nominal   accounts, 
passive  assets,  passive  liabilities. 

5.  Define  reserve  account,  sinking  fund.  Show 
how  and  for  what  purposes  these  are  created, 
wherein  they  differ  and  how  each  is  treated  ia 
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the  balance  sheet.    What  is  meant  by  the  term 
amortization! 

6.  Show  at  least  two  instances,  illustrating 
the  reasons  for  the  creation  of  secret  reserves, 
and  the  methods  of  establishing  them. 

7.  Define  the  following  accounts:  Franchise, 
patents,  equipment,  construction.    State  in  what 
line  of  business  such  accounts  occur,  for  what 
purpose  they  are  employed  and  how  they  are 
generally  treated. 

8.  In  case  of  bonds  purchased  at  a  premium 
or  at  a  discount,  to  be  held  till  maturity,  state 
how  the  price  should  be  disposed  of  on  the  books 
at  purchase,  at  maturity  and  at  any  intervening 
time. 

9.  What  difference  of  treatment  should  be  ac- 
corded to  plant  renewal  and  replacement  and 
plant  repair! 

10.  Describe  a  means  for  the  protection  of  a 
manufacturing  company  in  the  purchase  of  nec- 
essary materials  and  supplies  and  in  the  pay- 
ment for  such  materials  and  supplies. 

FINIS. 
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